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FOREWORD 


With the publication of the Hate Committee Report on the working 
of Reserve Bank of India Scheme of Handloom Finance a new chapter 
opens in the development of Handloom Cooperatives in the country. The 
Committee’s Report comes at an appropriate time when Government, in 
the Industrial Policy Statement of 23rd December, 1977, have accorded 
pride of place to the handloom sector in the textile economy. A number of 
measures have been initiated for athievineyhtaher fargets of production as 
well as for improving the economic conditions of the handloom weavers. 


The Hate Committee Report contains recommendations of far-reaching 
importance for the Handloom Cooperatives. We have no doubt that the 
recommendations of the Study Group would be well received by all concer- 
ned—the Central and State Governments, State Apex Cooperative Banks, 
District Central Cooperative Banks, Handloom Cooperatives and Handloom 
weavers in general. It is hoped that all the concerned agencies will extend 
necessary facilities to the handloom weavers’ cooperatives in terms of the 
recommendations of the Study Group and enable them to draw higher 
volume of credit for their production and marketing operations, besides 
providing round-the-year employment to the weaver-members of societies. 


I take this opportunity to thank Shti-K. Madhava Das, Executive 
Director, Dr. M.V. Hate, formerly Chief Officer, Agricultural Credit 
Department, Reserve Bank of India and other officers of Reserve Bank of 
India and the State Governments who have taken great pains in guiding the 
work of the Study Group. 


NEW DELHI MANI NARAYANSWAMI 
17.7.78 Development Commissioner Handlooms and 
Central Commissioner for Handloom Co-operatives 
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CHAPTER I 
INTRODUCTION 


1.1 A Study Group was set up by the Government of India in consultation 
with the Reserve Bank of India to review the working of the Scheme for 
Handloom Finance as per their Resolution No. 6(7)/77-Coop. dated 
28th October, 1977 in the then Ministry of Commerce, Civil Supplies and 
Co-operation (Department of Textiles). This Study Group was conceived 
in the context of the various Handloom Development Programmes parti- 
cularly in the Co-operative Sector initiated and financed by Government 
of India on the recommendations of the Sivaraman Committee Report. 
It was felt that the Group should make an in-depth study of the problems 
facing the handloom co-operatives in availing of a larger flow of credit 
‘from institutional agencies, keeping in view the higher targets of production 
and marketing envisaged for the Handloom Sector during the Sixth Plan 
period. The Study Group comprised-the:following members : 


1. Dr M. V. Hate, Chief Officer 
Agricultural Credit Department 
Reserve Bank of India Chairman 


2. Shri B. C. Patnaik 
Deputy Secretary 
Banking Wing 
Department of Economic Affairs 
Government of India 
Ministry of Finance 


3. Shri M. M. Batra 
Director of Textiles 
National Co-operative Development Corporation 


4. Shri P. Shankar 
Director of Handlooms and Textiles 
Government of Tamil Nadu 


5. Shri A. P. Singh 
Director of Handlooms 
Government of Uttar Pradesh 


6. Shri M. P. Pinto 
Director of Handlooms and Textiles 
Government of Maharashtra 


7. Shri M. L. Mazumdar 
Registrar of Co-operative Societies 
Bihar 


8. Shri N. K. Muralidhara Rao 
Managing Director 
State Co-operative Bank 
Andhra Pradesh 


9. Shri M. K. Jothi Senthan 
Managing Director 
State Co-operative Bank 
Karnataka 


10. Shri B. B. Mohanty 
Director of Handlooms and Textiles 
Government of Orissa 


li. Shri L. V. Saptharishi 
Deputy Development Commissioner 
for Handlooms 
Government of India Member-Secretary 


Shri P. Shankar has since been transferredand appointed as Collector, 
Tiruchirappally district, Tamil Nadu and Shri V. Sankara Subbaiyan has 
been appointed as Director of Handlooms and Textiles, Government of 
Tamil Nadu. Shri M. P. Pinto has since joined as Joint Development Com- 
missioner for Handlooms, Government of India and Shri C.D. Singh has 
taken over as Director of Handlooms and Textiles, Maharashtra. 


2. The following were the terms of reference of the Study Group. 


(a) To review generally the working of the Scheme for financing of 
handloom weavers through co-operative societies/banks out of refinance 
from Reserve Bank of India and to suggest modifications and improvement 
in the working of the Scheme, if required; 

(b) To study the specific role played by central co-operative banks 
and state co-operative banks in arriving at the quantum of credit required 
for financing of handloom weavers and to indicate a more effective role 
for the banks for the purpose so that the credit estimates and the credit 
limit applications are realistic; 

(c) In the light of the above, to assess the credit requirements of hand- 
loom weavers societies including the apex societies during the next 2 or 3 
years and to give a broad indication of the magnitude of financial require- 
ments and in this connection make suitable recommendations in regard to 
strengthening of the primary weavers societies/apex societies etc. and also 
of the co-operative financing banks; 

(d) To study the present position in regard to arrangements for co- 
ordination at the state level and district/regional level in regard to handloom 
financing between the Co-operative Department, Industries Department/ 
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Directorate of Handlooms and co-operative banks and to point out the 
existing inadequacies, if any, and make suitable recommendations for 
remedying them; 

(e) To consider any other problem which is relevant to the above terms 
of reference and make recommendations. 


1.2 The Study Group circulated a questionnaire among the various state 
governments for eliciting necessary information and also their suggestions 
for ensuring a smooth flow of credit to the weavers co-operatives in an in- 
creasing measure in the coming years. So far replies have been received 
from the institutions indicated in Annexure I. The first meeting of the Study 
Group was held in Bombay on 23 December 1977. The next 4 meetings 
were held as indicated below. 


Date Place Purpose 


31-1-78 Hyderabad The Group held discussions with State 
Government officials of Andhra Pradesh 
and Karnataka, Managing Director of 
Handloom Development Corporation, Kar- 
nataka, representatives of a few central 
co-operative banks and societies in Andhra 
Pradesh. On 1 February 1978 the Group 
visited 3 primary weavers societies and the 
Apex Weavers Society and held discussions 
with their official and non-official office 
bearers. 

15-2-78 Madras The Group held discussions with the 
representatives of the Apex Weavers So- 
cieties, Tamil Nadu and Pondicherry and 
theRegistrar of Cooperative Societies, 
Pondicherry. On 16 February 1978, the 
Group visited three primary weavers so- 
cieties in Madurai district and held dis- 
cussions with the Officers-in-charge of the 
Madurai and Ramanathapuram district 
central co-operative banks and also a 
a few representatives of weavers societies 
in the 2 districts. On 17 February 1978, 
the Group held discussions at Madras 
with the Secretary, Co-operation Depart- 
ment, Government of Tamil Nadu and 
Additional Registrar of Co-operative So- 
cieties, Tamil Nadu, Special Officer of 
Tamil Nadu State Co-operative Bank and 
the Director of Industries, Government of 
Kerala. 


7-3-78 Patna The Group held discussions with the 
Minister for Co-operation, Government 
of Bihar and other State Government 
officials, the Managing Director, Bihar 
State Handloom Development Corpora- 
tion, representatives of West Bengal and 
Uttar Pradesh, Managing Directors of 
Bihar State Co-operative Bank and the 
Apex Weavers Society, Uttar Pradesh. 

31-3-78 Gauhati The Group held discussions with the 
Commissioner, Co-operation and Supply 
and the Registrar of Co-operative So- 
cieties, Government of Assam, representa- 
tives of Assam and Meghalaya State 
Co-operative Banks and the Apex Weavers 
Society, Assam. 


1.3 The preliminary draft of the report of the Study Group was considered 
by the members at a meeting held at Bombay on 25 April 1978 and the 
report was finalised and signed on 17 May 1978. 


1.4 The Study Group is grateful to the various State Governments and 
co-operative banks and weavers co-operative societies for furnishing useful 
information and data on the working of the scheme and for making it con- 
venient to hold discussions with them on the several issues faced by them 
in the financing of the handloom sector under the Scheme. The Directors 
of Handlooms and Textiles and the Registrars of Co-operative Societies 
deserve a special mention in this behalf. 


1.5 | The Group is highly appreciative of the untiring efforts of its member- 
Secretary Shri L. V. Saptharishi and the Officers of the Cooperative Division 
of Development Commissioner for Handlooms and Shri M. M. Batra, 
Director Textiles, NCDC in making considerable contribution by throwing 
up new ideas during discussions at the various meetings of the Study Group. 
The Group is extremely grateful to Shri K.A.R. Nair, Deputy Chief Officer, 
Agricultural Credit Department, Reserve Bank of India, Bombay for the 
valuable assistance in the preparation of the proceedings of the meetings of 
the Group and in drafting the report under the overall guidance of the 
Member-Secretary. 


CHAPTER II 


SALIENT FEATURES OF THE SCHEME FOR HANDLOOM 
FINANCE 


2.1 Handloom weaving spread over several villages in the country has 
long been recognised as an important cottage industry. It is estimated that 
there are about 4.2 million handlooms in the country and about 10 million 
people are directly involved in weaving and associated activities and an 
equal number in the technical, commercial and service activities linked 
to handlooms. It, thus, provides livelihood to a very large number of people 
and in terms of economic impact on rural employment and income, the 
handloom industry is second only to agriculture. The importance of cottage 
industries was recognised by the framers of our constitution. Article 43, 
Part IV of the Indian Constitution states that 


The State shall endeavour to secure, by suitable legislation or eco- 
nomic organisation or in any other way, to all workers, agricultural, 
industrial or otherwise, work, a living wage, conditions of work 
ensuring a decent standardrof life and full enjoyment of leisure and 
social and cultural opportunities and, in particular, the State shall 
endeavour to promote cottage industries on an individual or co- 
operative basis in rural areas. 


These Directive Principles of State Policy have been embodied in the State- 
ment of Industrial Policy laid before Parliament by the Minister of Industry 
in December 1977. Regarding handloom industry the policy states that 


Along with Khadi, the clothing needs of the masses can be pro- 
gressively met through development of handloom sector, which 
provides employment to the bulk of people engaged in the produc- 
tion of textiles. Government will not permit any expansion in the 
weaving capacity in the organised mill and powerloom sector. 
In order to provide adequate supply of yarn for the handloom 
sector, the Government will ensure that the handloom sector has 
priority in the allocation of yarn spun in the organised sector. In 
case there is any shortage, Government will ensure that steps are 
taken to increase spinning capacity. Further, in order to provide 
a ready market for handloom products, it will be ensured that the 
organised mill sector does not provide unfair competition to the 
handloom sector. Certain items of textiless are already reserved 
for production in the handloom sector. However, such reservation 
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has not been very effective. The Government will enforce the exist- 
ing reservation and further extend it to other items. 


Reserve Bank Scheme for Handloom Finance 


2.2 Though handloom industry is thus, an important cottage industry 
no serious attempts had been made to organise the industry and provide’ 
the weavers with necessary working capital assistance to enable them to 
carry on their activities continuously and efficiently and thereby increase 
the production of handloom cloth. In 1956, the Reserve Bank took the 
initiative in this regard and in consultation with the Government of India 
drew up a scheme for providing refinance facilities to the State/central 
cooperative banks for financing the working capital requirements of weavers 
co-operative societies. This scheme is known as Reserve Bank Scheme for 
Handloom Finance and it covers only weavers co-operative institutions. 
The Bank actually started providing refinance facilities under the scheme 
from the year 1957-8 onwards. Much later, in 1973, the Government of 
India appointed a High Powered Study Team under the Chairmanship of 
Shri B. Sivaraman, Member, Planning.Commission to study the problems 
of handloom industry. In their. report submitted in July 1974, the Study Team 
had made a number of recommendations for improving the working condi- 
tions of weavers who were outside the co-operative fold and for increasing 
their production. They had also suggested various improvements to the 
Reserve Bank Scheme many of which have already been accepted and 
implemented by the Bank. The salient features of the Scheme as is imple- 
mented now are given in the following paragraphs. 


Societies covered under the Scheme 


2.3 In many states there are two 'tiers of the weavers co-operatives com- 
prising apex weavers societies at the state level and primary weavers societies 
at the village level. In a few states, there are also regional weavers societies 
at the district or zonal level. The apex/regional weavers societies are federa- 
tions of primary weavers societies. Their main functions are to supply yarn 
to the primary weavers societies who are their members and to assist the 
member-societies in marketing the cloth produced by them. They are, thus, 
not producing agencies excepting for purposes of demonstrations, designing 
etc. The primary weavers societies on the other hand are organisations of 
individual weavers formed on a co-operative basis. These societies are 
broadly of two types. One type of society supplies yarn etc., to the weaver 
members for production of specified variety of cloth on its own behalf and 
takes back the finished cloth from them after paying the wages for the labour 
put in by the members. These societies are known as production-cum-sale 
units. Production may be undertaken either in a common shed or in the 
cottage of weaver members. The other is a service society providing various 
services to their members. Such societies are not producing agencies. 
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2.4 Under the Scheme the Reserve Bank provides refinance facilities to 
the state co-operative banks (i) directly for financing the procurement’ and 
marketing of cloth by the apex/regional weavers societies (ii) and on behalf 
of central/industrial co-operative banks for financing the production and 
marketing activities of the primary weavers societies which are working 
on production-cum-sale pattern. Initially, the scheme covered only cotton 
handloom weavers societies. This was extended to cover silk and woollen 
handloom weavers societies and also powerloom weavers societies in 


1968. 


Rate of Interest 


2.5 The financial accommodation for procurement and marketing of 
cloth of member societies by the apex/regional weavers societies and produc- 
tion and marketing activities of primary weavers societies are provided by 
the Reserve Bank under Section 17 (2) (bb) read with Section 17 (4) (c) 
of the Reserve Bank of India Act, 1934. In terms of Section 17 (2) (bb) of 
the Act ibid such advances are to be granted only against government, 
guarantee. These advances are made=by, the Bank at 14 percent below the 
Bank Rate on the condition that in the case of advances granted by the 
State cooperative banks to the apex/regional weavers societies and by the 
central/industrial co-operative banks to the primary weavers societies, 
the banks will charge the same rate of interest from the societies at which 
refinance facilities are provided by the Reserve Bank or at such other rates 
as may be approved by the Government of India. Interest subsidy is to be 
given by the state governments to the financing banks to compensate them 
for the Joss incurred in lending to the weavers societies at a rate lower than 
the normal lending rate. In the initial years of the implementation of the 
Scheme, the rate of subsidy was 24 per cent which was subsequently raised 
‘to 3 per cent. Till 28 February 1978 the state co-operative banks were re- 
quired to pay the tax on interest earned by them on their advances to the 
Government of India under the Interest Tax Act. This incidence on tax 
was passed on by the banks to the weavers societies. However, the interest 
on tax has been abolished since 1 March 1978. No interest subsidy is avail- 
able to the financing banks in the case of ‘their advances to powerloom 
weavers societies although refinance from the Reserve Bank is available for 
the purpose and the banks are allowed to charge a reasonable rate of interest 
on their advances to powerloom weavers societies. 


2.6 From 1 March 1978 the refinance rate has been reduced by the Bank 
from 14 per cent below the Bank Rate to 24 per cent below the Bank Rate. 
In order to ensure that the benefit of this reduction in the refinance rate and 
the abolition of the tax on interest earnings is passed on to the ultimate 
borrowers i.e. the weavers societies, the margin of interest that may be 
retained at various levels as indicated below has also been suggested by the 
Bank for adoption by the state and central co-operative banks. 


Where interest subsidy is available to the weavers co-operatives 


The rate of interest to be charged from the societies is the same rate at 
which refinance facilities are provided by the Reserve Bank i.e. 23 per cent 
below the prevalent Bank Rate viz. at 64 per cent, the Bank Rate being 
9 per cent. 


Where interest subsidy is not avialable i.e. powerloom weavers co-operatives 


Category of banks Margin to be Rate of 
retained interest to be 
charged 
State co-operative banks lendings to central 
co-operative banks % 7 
Central co-operative banks lending to 
powerloom weavers co-operatives. 1% 8% 


Primary Weavers Societies Standards for assessing working capital require- 
ments 


2.7. The primary weavers societies may be-sanctioned two types of credit 
limits (a) Normal limit and (b) Additional limit. 


Normal limit 


During the early stages of the implementation of the Scheme, the credit 
requirements of primary cotton handloom weavers societies were assessed 
on the basis of per loom scale of finance which varied between Rs 300 and 
Rs 500 per loom depending on the warp length and count of yarn. Later on 
it was found that this was not a scientific method of assessing the credit 
needs of the societies since it did not have any relation to the production and: 
sales of the society. It was also difficult to ascertain the number of active 
looms throughout the year in a society and there was a tendency to equate 
the number of looms registered with a society with the number of active 
looms and assess the working capital requirements accordingly. Hence 
from 1966-7 a new method based on the production and sales of the societies 
was adopted for assessing their credit requirements. Accordingly the credit 
needs of the societies were assessed at 1/5 of their actual production during 
the previous year plus a reasonable increase in production expected during 
the year provided their sales during the previous year were not less than 
80 per cent of their production. If the sales were less, the credit limits would 
be curtailed proportionately. Subsequently, it was found that the credit 
needs arrived at 1/5 of the expected production of the societies during the 
year which required the rotation of working capital by them by five times 
could not meet their requirements as the marketing arrangements had not 
developed to such an extent as to allow such a quick turnover. Hence this 
method was modified in 1967 and credit needs of the societies were assessed 


at 1/4 of their anticipatory production during the year provided their sales 
during the previous year were not less than 663 per cent of their production 
If the sales were less, the credit limit would be curtailed proportionately. 
The anticipatory production during the year was assumed at the production 
during the previous year plus a reasonable increase in production expected 
during the year which was generally assumed at 10 per cent. The credit 
needs of new cotton handloom weavers societies i.e. societies which were 
organised after the introduction of the new pattern of financing and dormant 
societies to be activised were assessed on the basis of per loom scale of 
finance or at 1/4 of their anticipatory production during the year, which 
ever was less. As stated earlier in para 2.4, the Scheme was extended in 
1968 to cover the silk and woollen handloom weavers societies and power- 
loom weavers societies. The basis for assessing their credit requirements 
was the same as that indicated in the case of cotton handloom weavers 
societies. In the case of new silk or woollen or powerloom weavers societies 
the normal credit limits were limited to 25 percent of the anticipatory produc- 
tion during the year or the amount worked out on the basis of per loom 
scale of finance which was Rs 900 Rs 500 and Rs 2700 respectively, which- 
ever was less. 


2.8 As already indicated, in-July 1974 the High Powered Study Team 
headed by Shri B. Sivaraman had submitted their report. On the basis of 
the recommendations made in the report regarding the per loom scale of 
finance and a study made by the Reserve Bank in this behalf the per loom 
scales of finance were revised by the Bank in 1975 as indicated below : 


Rs 
Cotton handloom weavers 1,000 
Silk handloom weavers : 2,000 
Woollen handloom weavers : 2,000 
Powerloom weavers : 5,000 


The normal credit limits of the societies were continued to be assessed at 
25 percent of their anticipatory production during the year as indicated 
above. 


2.9 Several representations were received by the Reserve Bank regarding 
the inadequacy of the working capital requirements assessed as above as 
the marketing of handloom products had not yet developed adequately as 
to justify a turnover of more than 3 times the working capital. The above 
pattern of finance was, therefore, modified by the Bank in January 1977 in 
consultation with the Development Commissioner for Handlooms, Govern- 
ment of India. According to the revised pattern, the normal credit limits of 
well established/running primary weavers societies are limited to 334 per cent 
of the value of cloth produced by the societies on their own account during 
the previous year plus a reasonable increase in production expected during 
the year provided the sales during the previous year were 66 2/3 per cent of 
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the production. Where the sales are less, the limits for the year are to be 
reduced proportionately. In the case of newly organised societies or dormant 
societies to be revitalised, the credit limit will be limited to 334 per cent of the 
anticipated production during the year or the amount worked out on per 
loom basis as indicated above, whichever is less. Anticipated production 
during the year will now be assessed at 20 per cent over the production 
during the previous year as against 10 per cent as was the case hitherto. The 
scale of finance for cotton handloom weavers societies has also been raised 
from Rs 1000 to Rs 1500 per loom. 


2.10 The societies may be sanctioned limits against pledge/hypothecation 
of goods with a margin of 10 per cent. The margin is to come from the net 
disposable resources of the society comprising the owned funds (paid-up 
share capital plus all reserves and funds) and deposits less investments in 
government and other trustee securities, shares in co-operative institutions, 
fixed assets, fittings and accumulated losses. It, therefore, follows that no 
society may be sanctioned a limit exceeding nine times of its net disposable 
resources although it may be eligible for a higher limit on the basis of the 
pattern of financing indicated above. 


Additional limit 


2.11 Ifthe normal credit limit of a society is not adequate enough for it to 
continue production activities, particularly during the slack season when 
sales are less, it may be sanctioned an additional limit against pledge or 
hypothecation of finished cloth or against the bills payable by apex weavers 
societies for cloth purchased by them but not paid for subject to a margin 
of 25 per cent. Normally, additional limits may be sanctioned only to such 
societies which have a good sales record. 


Cover for borrowings from bank 


2.12 There must be a distinct cover for the borrowings of a society under 
the normal and additional credit limits. The borrowings of a society may be 
restricted to 90 per cent of the aggregate value of the following items so far 
as normal limit is concerned: 


(a) Yarn in stock with the society valued age-wise 

(b) Yarn with members held on society’s own account for production. 

(c) Dyes and chemicals and other raw materials required for production 
of cloth. 

(d) Finished goods in stock valued age-wise. 

(e) Rebate claims due from government on the basis of certificates 
issued by the government. 

(f) Dues and outstanding recoveries from apex weavers societies for 
cloth sold to them. 

(g) Advance wages equivalent to 25 per cent of the total number of 
knots of yarn issued to and outstanding against weavers at any given time. 
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(h) Bills payable by the apex weavers societies for cloth purchased by 
them but not paid for. 


2.13 With a view to ensuring that the legitimate activities of the weavers 
societies are not hampered owing to locking up of their funds in credit sales 
of cloth, certain relaxations were granted by the Bank in January 1977 regard- 
ing the inclusion of the book debts of the societies arising from credit sale 
of cloth as part of cover for their borrowings from the bank. Accordingly 
it will now be in order for the central co-operative banks to reckon the book 
debts arising from credit sale of cloth by the primary weavers societies as 
cover for societies’ borrowings as under. 


(a) Demand documentary bills 


(i) The demand bills drawn by the society on the party to whom it has 
supplied cloth against firm orders and the relative documents like railway 
receipts or lorry receipts are lodged with the bank duly endorsed and with 
instructions to release the documents only on payment and to credit the 
proceeds of the bill on realisation to the cash credit accounts and 


(ii) Bills pending realisation for more-than 30 days should be excluded. 


(b) Usance documentary bills 


(i) In the case of usance bills, the bills should be of a usance not exceeding 
90 days, 


(ii) The bills drawn by the society on the party to whom it has supplied 
cloth against firm orders and the relative documents like railway receipt or 
lorry receipt are lodged with the bank duly endorsed and with instructions 
to release the documents on acceptance of the bill by the drawee or his 
banker and to hold the bill till maturity and to credit the proceeds of the 
bill on realisation to cash credit accounts and 


(iii) Bills not accepted/paid for by the drawee and/or his banker on present- 
ment for acceptance or payment should be excluded. 


(iv) Sundry debtors/accounts receivable arising from credit sales of cloth 
to parties other than apex/regional weavers societies and outstanding for 
periods not exceeding 90 days may also be reckoned as cover for the bor- 
rowings. 


(v) The book debts comprising bills receivable and sundry debtors ac- 
cepted as cover for the borrowings should not exceed 50 per cent of total 
outstanding in the cash credit account of the society at any point of time. 
2.14 Borrowings of the societies under the additional limits may be res- 
tricted to 75 percent of the aggregate value of the following:- 


(i) Finished cloth in stock provided the items forming cover for borrow- 
ings under this head are not included in the items forming cover under the 
norma! limit. 
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(ii) Dues admitted and outstanding recovery from the apex/regional 
weavers societies for cloth sold to them and also bills payable by the apex/ 
regional weavers societies for cloth purchased from the primaries but not 
paid for provided none of these items are included in the cover for borrow- 
ings under normal limit. 


2.15 At the end of each month the society should submit a statement of 
cover for borrowings from the bank. This statement forms the main basis 
for regulating drawals on credit limits sanctioned by the co-operative bank 
to the societies. 


Norms for valuation of stocks 


2.16 The stocks of cloth, yarn, dyes and chemicals with the weavers societies 
forming cover for the borrowings are to be valued as per the norms indi- 
cated below: 


Stock upto 12 months At the cost of production or purchase 

Stock over 12 monthsand At 80 per cent of the cost of production or 

upto 24 months inclusive purchase 

Stock over 24 months At'60 per cent_of the cost of production or 
purchase 

Margin 


217 The following items may also be accepted by the banks in lieu of the 
margin of 10 per cent or 25 per cent as the case may be to be provided by 
the societies in addition to the margin provided by all the items mentioned 
in para 2.12, 2,13 and 2.14. This relaxation was initially granted to the 
societies for the Fifth Plan period ended 31 March 1971 as an interim 
measure to enable the societies to, tide over some temporary difficulties in 
providing the, margin for borrowings. This is now being continued. 


(i) Cash and bank balances. 

(ii) Reserve fund investment in government and other trustee securities 
(unencumbered) 

Gii) Reserve fund deposits with the central co-operative bank of the 
district (unencumbered) 

(iv) Building constructed out of the profits of the society (unencumbered). 

(v) Plant, equipments and machinery used in the business of a society 
(unencumbered to any other creditor) and 

(vi) Investment of the primary weavers society in the shares of the 
financing bank to the extent of 24 per cent of its maximum outstanding 
borrowings reached during the previous year. 


Item No. (vi) above was allowed to be reckoned as margin money for the 
advances since January 1977 only. 
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Reserve funds of societies 


2.18 The weavers societies have to maintain the prescribed margins for 
their borrowings on a pledge/hypothecation basis from the central co- 
operative banks. This margin money has to come from the disposable owned 
funds of the society. The reserve fund investments of weavers societies out- 
side their business as required in the State Co-operative Societies Acts/ 
Rules reduce their disposable owned funds to the extent of such investments 
and adversely affect their ability to borrow funds from the banks to meet 
their working capital requirements. Many weavers societies are not in a 
position to provide the prescribed margin of 10 per cent from their owned 
funds for their borrowings. As a temporary measure the Reserve Bank had 
in 1967 allowed the central co-operative banks to reckon, among others, 
the unencumbered reserve fund deposits of the societies with them and their 
reserve fund investments in government and other trustee securities, as 
margin money for advances. It was felt that in the case of production and 
marketing institutions there was no need to invest the reserve fund outside 
the business and that such funds should be available to them for being used 
in the business to provide necessary margin for their borrowings. The Bank 
had, therefore, in September 1974 advised the Registrar of Co-operative 
Societies of all states to take appropriate action if necessary, through suitable 
amendment to the Co-operative Societies Act/Rules to permit the weavers 
societies to utilize their reserve fund in their own business. 


Insurance 


2.19 The central co-operative banks are required to insist upon the in- 
surance of stock-in-trade at their full value against fire and other risks. The 
insurance policy should be in the joint names of the society and the bank 
or with a bank clause. Insurance against burglary is necessary only in the 
case of societies situated in places where there is a past history of burglary. 


Operation of cash credit accounts 


2.20 The societies should operate on the credit limits as cash credit ac- 
counts only and not as fixed loans. The following measures, therefore, must 
necessarily be taken to ensure the same. 


(i) Payment for purchase of yarn both from the apex society and also 
open market may be made by cheques drawn on the cash credit account. 


(ii) In case of deficit in cover for the borrowings out of Reserve Bank 
credit limits and Cess Fund limits, further operations on the cash credit 
account should be stopped until the deficit is made up. 


(iii) If there are no operations in the cash credit accounts for over 6 
months, the accounts should be treated as blocked and limits should be 
revived only on receipt of a special report. 
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Renewal of cash credit limits 


2.21 The criteria to be followed by the banks for renewal of cash credit 
limits to the weavers societies were prescribed by the Reserve Bank in 1965. 
These criteria for renewal of limits were mainly related to the remittance of 
a specified percentage of sale proceeds by the societies into the cash credit 
account. Many representations were received by the Bank that the primary 
weavers societies found it difficult to observe the stipulations for various 
reasons such as non-realisation or delayed receipt of the proceeds of goods 
sold to apex weavers societies, location at far off places from the nearest 
branch of the financing bank etc. Taking into account all these factors the 
criteria have been changed in January 1977 and the central banks may now 
follow the revised criteria indicated below for renewal/enhancement of cash 
credit limits sanctioned to the weavers societies for financing the production 
and marketing of handloom cloth. 

(i) The accumulated losses, if any, of the societies financed by the bank 
should not exceed their owned funds. 

(ii) The limit may be renewed if the aggregate amount repaid by the 
society into the cash credit account during the year is at least equal to either 
the limit sanctioned or the maximum»outstanding reached in the account. 

(iii) The limit may be enhanced only in cases where the aggregate amount 
repaid by the society into the ¢ash credit account is not less than 50 per cent 
of the sales proceeds during the year. 

(iv) If the aggregate amount repaid by a society into the cash credit 
account is not equal to either the Jimit sanctioned or the maximum out- 
standing reached in the account, the society may be treated as a defaulter 
to the bank and the outstanding treated as.overdues. 

It may thus be seen that only in the case of enhancement of the limit the 
society is required to remit a specific percentage of the sale proceeds into 
the cash credit account whereas for renewals of limits no such specific per- 
centage has been prescribed. 


Reimbursement facilities from the Reserve Bank 


2.22 Financial accommodation provided by the central co-operative banks 
to the primary weavers societies under the normal as well as additional 
credit limits sanctioned to them are reimbursable from the credit limit 
sanctioned by the Reserve Bank under Section 17(2)(bb) read with Section 
17(4)(c) of the Reserve Bank of India Act, 1934. The accommodation pro- 
vided by the Reserve Bank under this section as is the case, for example, 
with short term agricultural accommodation, is in the nature of reimburse- 
ment finance i.e. the banks will have to first make the advances to the socie- 
ties from their owned funds and later on seek reimbursement of such ad- 
vances from the Reserve Bank. A central co-operative bank may, therefore, 
use its resources first in making advances to the societies and later on ap- 
proach the apex bank for reimbursement. The apex bank may reimburse 
such advances to the central cooperative bank from its own resources and 
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later on reimburse itself from the Reserve Bank from out of the credit limit 
sanctioned by it on behalf of the central bank. Actual prior disbursement 
of loans to the societies is not a condition for applying for a credit limit 
from the Reserve Bank. The banks can apply for credit limits indicating 
their programme of limits sanctioned or proposed to be sanctioned to the 
societies. But when a credit limit is sanctioned to a bank by the Reserve 
Bank, it can be operated on a reimbursement basis only. 


2.23 Refinance facilities are available from the Reserve Bank only in 
respect of production and sale societies. No part of the limit sanctioned to 
a bank is to be utilized by it for financing a society which is engaged in the 
sale of cloth not produced on its own account by its members. Further, the 
outstanding borrowing by a state co-operative bank from the Reserve Bank 
on behalf of a central co-operative bank should not at any time exceed the 
latter’s outstanding advances against weavers societies. The cover for the 
drawals on the credit limits sanctioned by the Reserve Bank wiil be the non- 
overdue outstandings under unrenewed cash credit limits. The central 
bank should obtain a cover statement every month from the societies finan- 
ced out of the credit limit sanctioned by the Reserve Bank and furnish 
the state cooperative bank every month»a certificate to the effect that such 
statements have been obtained. 


2.24 The credit limit sanctioned by the Reserve Bank can be operated by 
by the banks by drawing and repaying as often as necessary provided the 
amount outstanding at any time does not exceed the limit sanctioned. The 
limit is operative for the financial year from | April to 31 March next. How- 
ever, each drawal made on the limit.is allowed to run for a period of one 
year before becoming due for, repayment. 


2.25 In order to avoid delay at all levels, the following time schedule has 
been suggested by the Reserve Bank in January 1977 for receipt of credit 
limit applications at different levels. 


Weavers societies to central co-operative banks 15 January 
Central co-operative banks to state co-operative banks 15 February 
State co-operative bank to Registrar of Co-operative 

Societies 28 February 


Registrar of Co-operative Societies to Reserve Bank of India 15 March 


The credit limit applications may be routed through the Director of Hand- 
looms of the state instead of through the Registrar of Co-operative Societies, 
in states where the former is the the ex-officio Registrar of handloom co- 
operatives. 


Apex/Regional Weavers Societies 


2.26 Apex/regional weavers societies which function as federations of 
primary weavers societies are eligible for accommodation from the Reserve 
Bank under Section 17(2)(bb) read with Section 17(4)(c) of the Reserve 
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Bank of India Act of procurement and marketing of cloth and under Section 
17(2)(a) of the Act for trading in yarn. 


Standards for assessing credit requirements 


2.27 The apex/regional weavers societies are not, as stated earlier in para 
2.3, production units. They procure the goods produced by the affiliated 
primary weavers societies for the purpose of marketing of the same. Their 
nature of work is, thus, different from that of primary weavers societies 
and these societies are expected to ensure a quicker turnover of working 
capital. Their credit requirements are, therefore, assessed at 25 per cent of 
their actual sales during the previous year plus a reasonable increase in 
sales expected during the year which is now assumed at 20 per cent instead 
of 10 per cent as was the case till 1976-7. The limit may be sanctioned against 
pledge/hypothecation of goods with a margin of 10 per cent. Since the 
margin money is to come from the net disposable resources an apex society 
may not be sanctioned any limit exceeding 9 times of its net disposable 
resources even if it is eligible for a higher limit on the basis of anticipated 
sales. The limit sanctioned by the Reserve Bank on behalf of the apex/ 
regional weavers society may not ordinarily exceed 3 times the owned funds 
of the society. 


Cover for borrowings 


2.28 In addition to the stock of cloth with the society the following items 
can also be shown as cover for the borrowings of the society. 

(a) aggregate rebate claims certified for payment by the appropriate 
authorities in the previous two months or the actual outstandings under all 
claims preferred from time to time as at the end of the preceding months, 
whichever is less. 

(b) aggregate of claims presented to the treasuries/government depart- 
ments for payment in the past two months in respect of sales of cloth to 
government servants or the actual outstandings under all such claims pre- 
ferred from time to time as at the end of the preceding month, whichever is 
less. 

(c) book debts arising from credit sales of cloth to traders, merchants, 

and other organisations subject to the same terms and conditions as are 
indicated in para 2.13 in respect of primary weavers societies. 
2.29 The society is required to submit monthly statement of cover for the 
borrowing from the bank and drawals on the limit are to be regulated on 
the basis of drawing power worked out with reference to such cover state- 
ments submitted by the society. 

The norms for valuation of stock of cloth with the society for the purpose 
of cover for borrowings are the same as indicated for primary weavers 
societies in para 2.16. The financing bank should insist on the insurance of 
stock-in-trade at their full value against fire and other risks and the policy 
should be in the joint names of the society and the bank or with a bank 
clause. 
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Reimbursement facilities from the Reserve Bank 


2.30 The financial accommodation provided by the state co-operative bank 
to the apex/regional weavers societies for procurement and marketing of 
cloth produced by the primary weavers societies is reimbursable from the 
credit limit sanctioned for the purpose by the Reserve Bank under Section 
17(2)(bb) read with Section 17(4)(c) of the Reserve Bank of India act. The 
credit limit can be operated by drawing and repaying as often as necessary 
provided the amount outstanding at any time does not exceed the limit 
sanctioned for the year. The limit is operative for the financial year but 
each drawal made on the limit is allowed to run for a period of one year) 
before becoming due for repayment. 


Trading in yarn 


2.31 As stated in para 2.3, one of the main functions of the apex/regional 
weavers societies is to supply yarn to the primary weavers societies who are 
their members. Financial accommodation is provided by the Reserve Bank 
under Section 17(2)(a) of the Reserve Bank of India Act to the state co- 
operative banks for financing the apex/regional weavers societies for their 
trading in yarn. Under the provisions of the above Section, the bill on the 
security of which the accommodation is to be availed of should be drawn 
and payable in India and is should have arisen out of a bonafide commercial 
or trade transaction and it should be self-liquidating within a period of 90 
days. The credit limit sanctioned to the apex/regional weavers societies in 
this regard is limited to a multiple of their net disposable resources and 
their ability to provide a margin of 10 per cent. The accommodation is 
granted by the Reserve Bank at the Bank Rate. 


Financing of weavers through other village level co-operatives 


2.32 There are many handioom weavers scattered over different areas and 
villages. Being few in number in such areas they are unable to organise 
themselves into an exclusive and yet viable weavers co-operative. No institu- 
tional source of finance is available to them for their working capital require- 
ments. This aspect was considered in a meeting convened by the Reserve 
Bank in January 1977 for introducing the scheme of Intensive Agricultural 
Credit Development in some selected districts in the country.It was suggested 
at the meeting that the Reserve Bank may extend refinance facilities to village 
level multi-purpose societies viz., the primary agricultural credit societies 
(PACS), farmers service societies (FSS) and large sized multi-purpose societies 
(LAMPS) which finance rural artisans including handloom weavers and that 
they should extend other services also to such weaver members like supply 
of yarn, supervision over production, marketing of the finished goods etc. 
The Reserve Bank accepted this recommendation in view of the fact that the 
reorganised PACS are expected to provide all types of credit and other 
services to their members. 
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2.33 The Bank now extends refinance facilities to the state co-operative 
banks on behalf of central co-operative banks for the advances made by 
them to the primary agricultural credit societies including farmers service 
societies (FSS) and large sized multi-purpose societies (LAMPS) for financing 
the working capital requirements of weavers who are residing in the villages 
provided they are not served by any weavers co-operatives and also pro- 
vided that the societies have a full-time paid Secretary/Managing Director/ 
Manager. This scheme has been approved not only for the districts covered 
under the Agricultural Credit Intensive Development scheme but the remain- 
ing districts throughout the country. The accommodation is provided under 
Section 17 (2)(bb) read with Section 17(4) (c) of the Reserve Bank of India 
Act, 1934 against Government Guarantee. When the Scheme was initially 
introduced in August 1977 interest was to be charged by the Reserve Bank 
at 2 per cent below the Bank Rate. From 1 March 1978 the interest rate 
has further been lowered to 3 per cent below the Bank Rate and the margins 
that may be retained at different levels have also been prescribed by the 
Bank as indicated below: 


Category of institutions Margin to be Rate of interest to be 
retained charged to the borrower 

State Co-operative Bank $% 64Y, 

Central Co-operative Bank ae TY, 

PACS/FSS/LAMPS (to rural 

artisans including weavers) a 94%, 


This has been done with a view to ensuring that the benefit accruing from the 
reduced refinance rate is passed on to the ultimate borrowers. 


2.34 The scheme as mentioned-earlier is intended for the benefit of the 
weavers scattered in the villages and who being few in number cannot form a 
viable weavers society and who are also not in the area of operation of any 
weavers society. It is not intended to affect adversely in any way the impor- 
tance of weavers societies. 


2.35 The Agricultural Credit Intensive Development programme referred 
to earlier was introduced in a few selected districts in the country in early 
1977. The main idea was to strengthen the structure of co-operative credit 
institutions, particularly the district central co-operative banks, with the 
object of channelising larger funds through them for diversified economic 
pursuits. In the process the primary agricultural credit societies will be 
revitalised and, with the diversification of business of the central co-operative 
banks, marketing, processing, handloom and other industrial co-operatives 
will also receive attention. In the districts selected for the implementation 
of the programme, district surveys had been conducted for the purpose of 
formulation of district credit plans for the co-operative sector in the districts 
which would aim at the provision of comprehensive and supervised credit 
for agriculture and allied activities, and also for weavers societies and other 


18 


cottage and small scale industries. The programme is presently implemented 
in 41 districts in the country. 


Guarantee Schemes 


2.36 The advances granted by the central co-operative banks to the weavers 
societies may be covered under any of the three guarantee schemes viz. 
ninety per cent loss guarantee scheme, ninety per cent default guaranice 
scheme and Credit Guarantee Scheme for small scale industries. The ninety 
per cent loss guarantee scheme is formulated by the Government of India and 
administered through the state governments. The ninety per cent default 
guarantee scheme is also formulated by the Government of India but is 
left to the option of the state governments to adopt and implement the same. 
The credit guarantee scheme for small scale industries is administered by the 
Reserve Bank as agent of the Government of India. 


2.37 The Ninety Per cent Loss Guarantee Scheme covers all advances to 
handloom weavers societies under the Reserve Bank Scheme for Handloom 
Finance. It covers the ultimate losses incurred by co-operative banks upto 
an extent of 90 per cent. The Ninety Per cent Default Guarantee Scheme 
provides guarantee upto 90 per. cent in respect of defaults arising from loans 
to all types of industrial co-operatives such as those undertaking production 
and/or sale activities, providing services, federal societies as well as proces- 
ing societies. Under both the guarantee schemes, losses in respect of non- 
payment of loans and defaults arising from loans to all types of industrial 
societies are shared by the Central Government, State Government and the 
bank concerned in the ratio of 50:40:10 provided the maximum aggregate 
amount payable by the central government shall not exceed 5 per cent of the 
total loans disbursed in the state and outstanding under the scheme on 30 
June and 31 December preceding. The Ninety Per cent Loss Guarantee 
Scheme has been extended by the. Government of India till the end of the 
Fifth Plan period. The state governments have also been advised by the 
Government of India to continue the various schemes of assistance to in- 
dustrial co-operatives including Ninety Per cent Default Guarantee Scheme 
During the Fifth Plan period. 


2.38 Advances granted by central co-operative banks to the primary wea- 
vers societies working on production-cum-sale basis can also be covered 
under the Credit Guarantee Scheme for small scale industries of the Govern- 
ment of India. The Reserve Bank designated as ‘Guarantee Organisation’ 
has been administering the scheme as an agent of the Government of India. 
The scheme provides for payment of 75 per cent of the amount in default or 
the amount guaranteed, whichever is lower, subject to a ceiling per borrower 
of Rs 7.50 lakhs in respect of working capital advances and a further sum of 
Rs 2.50 lakhs in respect of term loans. All the central co-operative banks 
are eligible institutions under the scheme and can avail themselves of guaran- 
tee facilities under the scheme by executing the necessary agreement with the 
‘Guarantee Organisation.’ 
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CHAPTER III 


PROGRESS IN THE WORKING OF THE SCHEME FOR 
HANDLOOM FINANCE 


3.1 As stated in the earlier Chapter, the Reserve Bank of India Scheme for 
handloom finance has been in operation for the last twenty years. During 
this period, particularly after 1965-6, the Scheme has undergone many 
changes. These changes have been made with a view to ensuring the smooth 
flow of credit to the weavers co-operatives. During 1968 the silk and woollen 
handloom weavers societies had also been brought under the Scheme. Be- 
cause of these developments, the outstandings in respect of advances made 
by the Reserve Bank under Section 17(2)(bb) read with Section 17(4)(c) of 
the Reserve Bank of India Act, 1934 for working capital requirements of 
weavers societies increased from Rs. 49.28 lakhs as at the end of 1957-8 
(the year of implementing the Scheme) to Rs 563.46 lakhs as at the end of 
1968-9 (after the Scheme was extended to cover silk and woollen weavers 
societies and powerloom weavers societies) and further to Rs 1501.59 lakhs 
as at the end of financial year 1976-7:, A statement indicating the parti- 
culars of credit limits sanctioned’by the)Reserve Bank to the banks in the 
different states, drawals by the banks on the limits and outstandings at the 
end of the year during the last five years ending 1977-8 is given in Statement 
No. 1. It may be seen therefrom that there has been a sudden spurt in the 
limits sanctioned in 1977-8, from Rs 26.44 crores sanctioned during 1976-7 
to Rs 42.61 crores during the year 1977-8. This is partly due to the relax- 
ations granted by the Reserve Bank in 1976-7 regarding the per loom scale 
of finance as well as the pattern of fixing limits based on anticipatory pro- 
duction of the societies and partly due to the priority given to the handloom 
sector in the national policy. 


3.2 In the new industrial policy of the Government of India the handloom 
sector has been assigned an important role to play. The Main Working 
Group on Textiles for Handloom and Powerloom Industry constituted by 
the Government of India has fixed a target of 3700 million metres for pro- 
duction by the handloom sector by the end of the Sixth Plan. An additional 
production of about 1400 million metres is expected from this sector as 
against the present production of about 2300 million metres. A Sub-Group 
of the Main Working Group referred to above has tentatively estimated the 
credit requirements of the handloom sector for the Sixth Plan at Rs 600 
crores of which Rs 350 crores will be the share of the co-operative banks. 
Viewed from the performance of the banks so far, it becomes clear that the 
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handiocom societies and the banks havea long way to go before they can 
achieve the role assigned to them. 


3.3. It may be seen from Statement No. 1 that the benefits of the Scheme 
have been availed of mainly by the co-operative banks and weavers societies 
in four states namely, Tamil Nadu, Andhra Pradesh, Maharashtra and 
Kerala. The co-operative banks in these states together accounted for 90 
per cent of the credit limits sanctioned by the Reserve Bank during 1977-8 
till January 1978. The remaining 10 per cent was shared by banks in Karna- 
taka (1.6 per cent), Orissa (2.9 per cent), Uttar Pradesh (2.3 per cent), West 
Bengal (1.6 per cent), Madhya Pradesh (0.9 per cent), Pondicherry (0.5 per 
cent) and Rajasthan, Punjab, Haryana and Bihar (0.3 per cent). Further the 
share of co-operative banks in Tamil Nadu in the overall credit limit was 
52.5 per cent. There is, thus, a conspicuous imbalance in the impact of the 
Scheme in different states. The Scheme has made practically little or no 
impact in many states particularly in the northern and estern states. 


3.4 The reasons for the poor progress of the Scheme in many states are 
not far to seek. They are mainly relatable to the weak structure of the weavers 
co-operatives arising from factors such as lack of co-ordination between the 
Industries Department and the-Co-operation Department, the absence of 
serious efforts to revive the weak or dormant societies and the lack of suffi- 
cient promotional interest taken by the financing banks. The structure of 
the weavers co-operatives at primary and also apex levels in many states 
is characterised by dormant and weak societies and is not capable of absor- 
bing the refinance facilities provided by the Reserve Bank under the Scheme. 
Many of the societies still do not conform to the pattern of working recogni- 
sed by the Reserve Bank. They are not organised on the production-cum- 
sale pattern. The data in this regard as on 30 June 1976 are given in State- 
ment No. 2. It may be seen from the data given in this statement that in 16 
states/Union Territories the number of dormant societies is more than 1/3 
of the total number of societies and in states like Bihar, Himachal Pradesh, 
Karnataka, Punjab, Rajasthan, Tripura and Uttar Pradesh the number of 
dormant societies is between 45 per cent and 94 per cent of the total number 
of societies. In states like Himachal Pradesh, Rajasthan and Tripura the 
membership of dormant societies was more than that of active societies and 
in states like Karnataka, Orissa, Uttar Pradesh and West Bengal the member- 
ship of dormant societies was very large. Further, most of the societies in 
states like Himachal Pradesh, Tripura and Mizoram and in Union Territories 
like Chandigarh are dormant. The co-operative banks in Himachal Pradesh, 
Tripura and Chandigarh are not thus eligible for financial accommodation 
from the Reserve Bank for financing these societies. It is probably dur to this 
fact that no application was submitted by the banks in these states, Also in 
Mizoram there are no co-operative banks. The dormant societies have to be 
reactivised and suitably strengthened by the respective state governments to 
enable them to obtain financial accommodation from the Reserve Bank. 
Besides, many of the other working societies in the various states are, by and 
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large, weak units. There are, for instance, many societies in Bihar where the 
number of looms covered is about 20 to 30 and the number of active looms 
is as low as 5. These societies are not in a position to provide even the nomi- 
nal margin of 10 per cent from their owned funds for raising the needed 
working capital from the co-operative banks. 


3.5 So far as the structure of weavers societies at the apex/regional level is 
concerned, it is not in existence in the states of Himachal Pradesh, Nagaland, 
Tripura, Meghalaya and Gujarat. In Jammu & Kashmir the apex society 
does not conform to the pattern acceptable to the Reserve Bank and the 
state government has also not so far initiated action for its reorganisation 
on the lines suggested by the Reserve Bank. In Uttar Pradesh the reorganisa- 
tion of the apex society on the lines suggested by the Reserve Bank has 
been taken up only recently. In other states the apex societies are dormant or 
weak e.g. as in Assam, Bihar, Haryana, Karnataka and Punjab. Where the 
apex societies are weak, the volume of business of yarn and cloth handled by 
them is insignificant in relation to the demand of member primary weavers 
societies. Their operational efficiency is very low and many of them have 
accumulated losses. In the absence of a strong structure at the apex level, 
the primary weavers societies have*to"depand on merchants and traders 
for supply of yarn as well as marketing of the cloth produced by them. In 
many cases the supply of yarn from these sources is irregular and very often 
costly. These factors not only upset the production programmes of the 
societies but also raise their cost of production which adversely affects the 
demand for the cloth produced by the societies leading to accumulation of 
stocks or distress sales. The structure of weavers societies both at the pri- 
mary and apex level is inter-dependent and one cannot function efficiently 
without the support of the other. 


3.6 The state governments must, therefore, initiate concrete action for the 
reorganisation of dormant societies and strengthening of the weak ones. Only 
such action by the state governments can correct the imbalances in the 
distribution of bank credit for weavers societies all over the country. After 
the Working Group on Industrial Financing through Co-operative Banks 
had submitted their Report in 1968, the Reserve Bank has been particularly 
stressing upon the state governments the need to initiate action in this direc- 
tion. However, the response from state governments has not been encourag- 
ing. Many state governments have not even taken the preliminary step of 
laying down the norms for identification of viable and potentially viable 
societies. 


3.7 The High Powered Study Team (1974) had recommended (para 2.9(b) 
of the Report) that 


A scheme of rehabilitation of handloom co-operatives has to be 
undertaken exactly as a scheme of rehabilitation of agricultural 
co-operatives was undertaken under the advice of the Rural Credit 
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Survey Committee of the Reserve Bank. Societies have to be classi- 
fied into the viable ones, those that can be made viable by supervised 
credit or by amalgamation and those that have to be wound up. 


The progress in the reorganisation of the societies in many states cannot be 
said to be satisfactory. The refinancing facilities are made available to the 
co-operative banks only for the financing of viable weavers societies, A 
society is treated as viable when it has an office, owned or rented, its own 
staff and has earned sufficient profits to declare a reasonable dividend on its 
shares. The banks cannot be expected to finance a society whose financial 
position is unsatisfactory. We, therefore, recommend that the Co-operation 
and Industries/Handlooms Departments of the state governments should 
draw up a time-bound programme for the reorganisation and rehabilitation 
of the weavers societies so that at the end of the 6th Plan period there will 
be only viable societies. In this connection it may be pointed out that the 
Government of India has formulated a scheme for revitalisation/reorganisa- 
tion of weavers societies designed to increase co-operative coverage of hand- 
loom weavers. Details of the scheme are given in the Annexure II. But this 
scheme in its present form is more being used by the State Governments to 
secure assistance from the Government of India for enrolment of new mem- 
bers in the co-operative fold than for identification of existing weak societies 
and their conversion into viable ones and providing assistance to them. It 
is important that only potentially viable societies are assisted in any pro- 
gramme of reorganisation which may be undertaken by the States. It is 
likely that quite a large number of existing dormant societies may have 
incurred huge losses in the past and thereby completely eroded their own 
funds. It would be futile to assist such societies. It would, perhaps, be better 
to organise new societies in such areas where there is good concentration 
of handlooms rather than trying to revitalise existing societies through 
additional assistance. In cases where the irrecoverable dues and losses may 
be more than the own funds of the societies, such societies would deserve 
to be straightaway brought under liquidation. The process of reorganisation 
of these societies may also involve in some cases amalgamation of two or 
more nearby small societies. 


3.8 There is a central sector scheme under which the weak central co-opera- 
tive banks are given assistance to enable them to write off the bad debts of 
the members of the primary agricultural credit societies. This sort of assis- 
tance could be extended to weavers societies also to enable them to write off 
their bad debts under certain circumstances and become eligible for finance 
from the banks, Provision may also be made for managerial assistance to 
these societies. : 

3.9 Another factor that stands in the way of the co-operative banks from 
further extending their credit to weavers co-operatives is the inadequate 
arrangement for supervision and audit of the societies. In many states like 
Bihar the responsibility for supervision over industrial societies lies with the 
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co-operation department. The staff available for the purpose is, by and large, 
quite inadequate. For instance in Bihar-sharif in Bihar where there are 92 
societies there is only one inspector of weavers societies for supervision 
work. The norms for supervision over these societies have been laid down by 
Government of India as far-back as 1956. These norms provided that for 
every 10 societies there should be one supervisor and for every 3 supervisors 
there should be one inspector to supervise their work. Because of the slack- 
ness in supervision over these societies, the banks are cautious and reluctant 
in financing them. It may happen that societies which are eligible for finance 
as per the standards prescribed by the Reserve Bank are denied credit be- 
cause of the over cautious approach of the banks. A peculiar arrangement 
for supervision over the weavers societies existing in Bihar is that the Regist- 
rar of Co-operative Societies is responsible for supervision over handloom 
co-operatives and handloom weavers outside the co-operative fold are super- 
vised by the Director of Industries who formulates and implements Hand- 
loom Development Programmes. This arrangement, inter alia, has resulted 
in the utter neglect of the developmental aspects of handloom co-operatives 
in the state. The same position exists in Karnataka, Assam, Haryana, Punjab, 
Himachal Pradesh, Rajasthan and Jammu & Kashmir. In the absence of an 
efficient supervision machinery the societies are not amenable to the prescri- 
bed financial disciplines like prompt remittance of sale proceeds into cash 
credit account, submission of periodical stock statements to the bank etc. 
Unless these disciplines are observed, the societies become ineligible for 
finance from the co-operative banks. In Tamil Nadu, apart from the inspec- 
tors/supervisors of the department, the central co-operative banks are also 
having their own staff for supervision over the weavers societies. This was 
also found to be the practice obtaining in some of the central co-operative 
banks in Andhra Pradesh. There must also be effective co-ordination between 
the supervisors of the Handloom department and the co-operative bank. 
It was reported in one of our meetings.that the departmental supervisors 
were not responsive to the request of the bank to supply the bank with 
copies of the reports of weavers societies inspected by them even though 
the bank agreed to supply the department with copies of the reports on 
societies inspected by its own supervisors. Such discordant relation between 
the supervisors of the department and the bank is not a healthy feature and 
should not be allowed to continue inasmuch as it will ultimately affect the 
discipline of the societies. We, therefore, recommend that the state govern- 
ments should appoint adequate staff for the close supervision over the 
weavers co-operatives. The staff must be attached to the department which is 
responsible for formulating and implementing the programmes for handloom 
development. They must also work in close co-ordination with the super- 
visors/inspectors of the banks financing the weavers societies. 


3.10 Another hurdle to be overcome before any rapid expansion of credit 
to weavers co-operatives can be achieved is the low coverage of active looms 
by the co-operatives in many states as may be seen from the following: 
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Percentage of 


Name of No. of No. of No. of Looms in Active looms in co- 
State looms in loomsin active looms co-operative operative fold to 
the state co-operative in co-operative fold to —————___—_—__———- 
fold fold Total No. Total No. 


oflooms of looms in 
co-operative 





fold 
Assam 694670 37691 37000 5.4 5.3 98.2 
Bihar 200000 96000 35971 48.0 18.0 37,5 
Orissa 104188 50027 9847 48.0 9.5 19.7 
Tripura 123427 1613 1607 1.3 1.3 99.6 
Manipur 200249 13000 13000 6.5 6.5 100.0 
Kerala 90030 28007 28007 31.0 31.0 100.0 
Tamil Nadu 556000 184000 140000 33.1 25.2 76.0 
Rajasthan 144450 1657 737 1.2 0.5 44.5 





(Source: Data furnished in the replies to the questionnaire circulated by the Group) 


This also accounts partially for the imbalance in the impact of the scheme in 
the different states. Under the VI Plan it is envisaged that the co-operative 
coverage of handlooms must be raised to 60 per cent. The credit target for 
this programme cannot be achieved unless the coverage is in respect of 
active looms. Another important test will be to judge the performance not 
only from the point of view of coverage of handlooms but also from the 
point of view of per loom production. We, therefore, strongly recommend 
that the state governments should make efforts to bring more number of 
active looms within co-operative fold, as has been attempted with success in 
Tamil Nadu. 


3.11 Many of the banks in states like Rajasthan, Uttar Pradesh, Bihar, 
West Bengal, Punjab, Haryana and Assam are not familiar with the working 
of the scheme for Handloom Finance. The last three states have been sanc- 
tioned credit limits for the first time by the Reserve Bank forfinancing weavers 
societies only from 1976-7. Many banks, therefore, have yet to start getting 
used to providing finance to weavers societies and implementing the Reserve 
Bank scheme for Handloom Finance. Even in states like Andhra Pradesh 
where the Scheme has made a real impact, some of the officials of societies 
were not familiar with all the aspects of the Scheme like the procedure for 
sanctioning additional limits against pledge/hypothecation of stocks or 
against bills payable by apex weavers society. The Commission on Hand- 
loom and Powerloom Industries in Uttar Pradesh (1972) had pointed out that 
the failure to provide finance to the weavers societies was mainly due to 
the ignorance is regard to the Scheme for Handloom Finance of the weavers 
societies and the banks and also of the offigials-eesnected with implementing 
the same. The High Powered Study Team radiatso recommended that there 
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was need for the state and central co-operative banks to get themselves 
familiar with the Reserve Bank Scheme for Handloom Finance so that the 
same can be implemented effectively. We, therefore, recommend that the 
state co-operative banks and the Co-operative Department must pay special 
attention to familiarizing the central banks with the Scheme for Handloom 
Finance. The banks should be in a position to suitably guide, advise and 
instruct the weavers and societies about the procedure, disciplines to be 
observed etc. in the implementation of the scheme. We further suggest that 
the Reserve Bank/state governments may organise suitable training courses 
for the officers of the concerned departments of the state governments 
and co-operative banks on the financing of the weavers co-operatives under 
the Scheme. 


3.12 Some of the central banks are not taking due interest in the financing 
of weavers societies. This may result in some of the weavers societies, which 
on the basis of their financial position and performance are eligible for 
finance as per the norms prescribed by the Reserve Bank, not getting finance 
or adequate finance from the banks for their production and marketing 
activities. Under-financing is as bad as non-financing in the case of produc- 
tion units. This passive attitudes ofthe banks is against the spirit of the 
advice given to them two decades ago by the Reserve Bank. Even before 
the Scheme for Handloom Finance came into being in the year 1957-8 the 
central co-operative banks had been advised by the Reserve Bank that as 
the central financing agency of the districts concerned it was their duty to 
cater to the needs of the weavers and other societies in the districts and 
the advances made by the banks to the weavers societies were reckoned as a 
legitimate charge on their owned funds which were worked out by the 
Reserve Bank for arriving at |their eligibility for credit limits for seasonal 
agricultural operations and marketing of crops. After the introduction of 
the Scheme, the Reserve Bank is providing full refinance through the co- 
operative channel for financing the working capital requirements of viable 
weavers societies working as production-cum-sale units provided they 
observe the prescribed financial disciplines. Short-term credit limits for 
financing weavers societies are denied by the Reserve Bank only to those 
central co-operative banks which are ineligible for credit limits for agri- 
cultural operations on account of their high overdues exceeding 60 per cent 
of demand for the year or for such other serious reasons. In practice credit 
limits are refused only to those banks whose financial position and methods 
of operations are so bad that they are incapable of usefully absorbing any 
further credit limits either for agricultural operations or for financing weavers 
societies or for any other purposes. Such banks are very few in number. 
During 1976-7 only 19 banks were refused credit limits for seasonal agricul- 
tural operations. Excepting these banks all the other banks are prima facie 
eligible for credit limits from the Reserve Bank for financing weavers 
societies. The banks in general will, therefore, have no grounds to complain 
that they will not be getting refinance facilities from the Reserve Bank for 
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financing weavers societies. The passive attitudes of the banks to the 
problems of the weavers societies is, in our view unjustified. 


3.13 Handloom industry is a priority sector. Only people of very small 
means are engaged in this industry. The new Industrial Policy of the Govern- 
ment of India has clearly recognised the priority nature of this industry. 
In respect of short-term loans for agricultural purposes, the Reserve Bank 
has advised the banks that at least 20 per cent of their loans must be made 
to the small farmers. The commercial banks have also been advised by the 
Department of Banking Operations and Development that by the end of 
1978-9 at least 1/3 of their advances must be for the priority sectors. We, 
therefore, recommend that the state co-operative banks should, in their own 
interest and in the context of national policy, involve themselves to a subsan- 
tial extent in the financing of apex weavers societies. They should treat the 
funds provided by the Reserve Bank as supplementary only. The central 
co-operative banks may also step up their advances to the eligible weavers 
societies as they are assured of full refinance from the Reserve Bank. 


3.14 A factor which is a disincentive to the banks in the expansion of their 
credit to weavers societies is the inordinate delay in the settlement of interest 
subsidy and rebate claims of the concerned, institutions. A few such cases 
of delay are given in the following table. 





Name of central co-operative banks Interest subsidy not received for the period 
From To Amount 
(Rs lakhs) 
Andhra Pradesh 
Kakinada Central Co-operative Bank 1-4-1970 30-6-1976 1.15 
Krishna Central Co-operative Bank 1-7-1973 31-12-1976 1.48 
Sree Konaseema Central Co-operative Bank 1-7-1973 30-6-1977 1.49 
Tami] Nadu 
Kanyakumari Central Co-operative Bank 1-1-1976 30-9-1977 1.99 
Ramanathapuram Central 
Co-operative Bank 1-1-1976 30-9-1977 10.00 


Rebate on sales 





Name of society Date of Amount Date of Remarks 
submitting claim (Rs lakhs) sanction 
Tamil Nadu State 22-8-76 0.18 13-10-77 In respect of sales 
Handloom Weavers during Deepavali 
Society 22-8-76 1.23 do season in October 
22-8-76 0.33 do 1975 
30-6-76 5.06 16-2-77 Pongal season in 
do 0.29 do 1975 
do 0.10 do 
do 25.14 do Pongal season in 
do 4.49 do January 1976 
do 0.44 5-3-77 


2 SESE SPS AA ED OES ESD TEST CTI 
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According to the existing policy, Government of India provides block 
grants to the state government without earmarking any specific portion of 
such grants towards payment of interest subsidy or rebate claims. These are 
now being paid by the state governments from out of Plan provisions made 
in the annual budget. If the budgetary provisions made in a year are not 
adequate, the government will not be able to meet the interest subsidy and 
rebate claims of the institutions in time. Generally, inordinate delays have 
been observed on the part of the state governments in settling the subsidy 
claims of the central co-operative banks. There are cases where the claims 
of the banks from 1 April 1970 have not yet been settled by the government. 
In some cases, the amounts involved are substantial and to this extent the 
resources of the banks are locked up which could otherwise have been 
utilized by them in more profitable investments. There have also been delays 
in settling the rebate claims of the apex weavers societies. In the case of the 
Bihar State Weavers Co-operative Society the amount involved was as large 
as Rs. 38 lakhs which had eroded its share capital and the society is now 
in the doldrums. The delays in the settlement of the claims of the banks may 
hinder whatever enthusiasm they may have to help the weavers societies. 
We, therefore, recommend that the state governments should make adequate 
budgetary provisions for the annual plan schemes which must be reasonably 
sufficient to meet the interest subsidy and rebate claims on the Governments 
and the amounts must be paid within say, 3 months of the date of the claims, 
Higher provisions for interest subsidy will have to be provided in the Annual 
State Plans in the coming years in view of the expected flow of larger volume 
of credit. 


3.15 In some cases there has also been delay on the part of the state govern- 
ments/Central Government (in the case of Union Territories) in executing 
the guarantee deeds for the credit limits sanctioned by the Reserve Bank 
under Section 17 (2) (bb) read with Section 17 (4) (c) of the Reserve Bank 
of India Act, 1934 for the financing of weavers societies. This may prevent 
the banks from availing themselves of the refinance facilities provided by 
the Reserve Bank at a time when they really require the same. We, therefore, 
recommend that the governments should execute a single continuing gua- 
rantee for a period of 3 years at a time for the advances proposed to be 
availed of by the state co-operative banks from the Reserve Bank under 
section 17 (2) (bb) for financing of weavers societies as well as for financing 
of the 22 broad groups of cottage and small scale industries for which also 
refinance is available from the Bank. 


3.16 The central co-operative banks can make advances in an increasing 
measure only to weavers societies which are viable units and having their 
own paid staff. Many of the societies in the country cannot be classified as 
viable units according to the prescribed standards. We are given to under- 
stand that in Bihar not a single society is having its own paid staff. In Andhra 
Pradesh also we have come across many societies not having a paid secretary. 
This is also the case in many other states. A paid secretary is essential for a 
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society to attend to its day-to-day working and particularly for supervising 
the yarn advances to the members and the prompt return of finished products 
by them. In the absence of such an officer, the society makes yarn advances 
to the weavers only to the extent they are covered by their share capital 
investments in the society or in some other arbitrary and irrational manner. 
Even where the weavers are prepared to give whatever securities they have, 
societies are not giving them enough yarn advances. Even if more yarn is 
required for economically working a warp, the societies are found to be not 
giving the required quantity of yarn on the ground that they do not have 
the staff to supervise over the work of the weavers and they may not even 
return the finished goods and dispose them of to traders or other parties. 
Surprisingly, we came across cases where even wage advances are not given 
to the weavers. They are, therefore, forced to borrow from moneylenders 
for their daily requirements. Thus, instead of creating a situation where 
there may not be any need for the members to go to moneylenders or master 
weavers, these societies, by their refusal to give any portion of the wages 
as advances, are forcing their members to go to them. Societies not having 
paid secretaries are common in many parts of the country. Even without 
taking any security, master weavers are giving the working weavers enough 
yarn and wage advances and they ensure the prompt return of finished 
goods by close supervision over the work of weavers. It is sad to observe 
that these functions are not performed by the office bearers of co-operative 
societies in several states. 


3.17 Unless the societies have their own paid secretaries, it will not be 
possible for them to expand their business. In the case of viable societies 
they are capable of appointing their own staff. In the case of other societies, 
financial assistance to them may be necessary. It is suggested that Govern- 
ment of India may formulate a-central sector scheme for giving financial 
assistance to the societies for appointment of staff. We suggest that state 
governments may avail themselves of such assistance from Central Govern- 
ment and in turn assist the societies in the appointment of staff. This pro- 
gramme is a vital one in the new handloom development policy of the 
Government. 


3.18 We recommend further that the societies must advance yarn to the 
weavers to the extent required for the economic working of the warp against 
one or two sureties only. The societies should not insist on any other security 
for such advance. They should also make advance payment of wages to the 
weavers at least to the extent of 25 per cent of the value of the total number 
of knots of yarn issued to them. 
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CHAPTER IV 


ROLE OF STATE AND CENTRAL CO-OPERATIVE BANKS IN THE 
FINANCING OF WEAVERS SOCIETIES 


4.1 Prior to 1953, the Reserve Bank of India Act, 1934 contained no pro- 
visions enabling the Bank to provide refinance facilities to state co-operative 
banks or other banks for the financing of weavers and other cottage and 
small scale industries, both within and outside the co-operative fold. In 
1953, the Act was amended and a new sub-clause (bb) was added to clause (2) 
of Section 17 empowering the Bank to provide financial accommodation 
to state co-operative banks or state financial corporations for the purpose 
of financing the production or marketing activities of cottage and small 
scale industries approved by the Bank. This was an important development 
as it paved the way for providing institutional finance to the cottage and 
small scale industries which for long did not get the priority they deserved. 
Handloom weaving was soon recognised by the Bank as an approved activity 
for financial accommodation and a beginning in this direction was made 
in 1957-8 when the Bank provided financial accommodation to the state 
co-operative banks under the Scheme now.popularly known as the Reserve 
Bank Scheme for Handloom Finance, details of which have been given in 
Chapter IT. As indicated therein the advances for financing of apex/regional 
weavers societies are routed directly through the state co-operative banks 
and those for primary weavers societies are routed through the state co- 
operative bank and the concerned central co-operative banks. 


Advances made by banks to weavers co-operative 


4.2 During the early period of the implementation of the Scheme as well as 
even now, no minimum involvement, for the state and central co-operative 
banks has been insisted on by the Bank and the Bank allows full reimburse- 
ment to the banks in respect of the advances made by them to the weavers 
societies which are eligible for finance as per the norms prescribed under 
the Scheme. The advances made by the state and central co-operative banks 
for financing the production and marketing activities of the weavers societies 
during the last five years are indicated in the table given on the next page. 
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State Co-operative Banks 
(Rs crores) 





Period Total Advances Percentage 
Advances for of col. 3 
production to col. 2 
and 
marketing 
activities 
of weavers 
societies 
1 2 3 4 
30-6-1972 552.74 7.44 1.3 
30-6-1973 635.06 8.67 1.4 
30-6-1974 706.23 27.75 3.9 
30-6-1975 919.96 24.51 2.7 
30-6-1976 893.60 24.62 2.8 


Central Co-operative Banks 


30-6-1972 888.96 9.44 1.1 
30-6-1973 1028.33 10.56 1.0 
30-6-1974 1162.80 12.35 1.] 
30-6-1975 1347.22 17.43 13 
30-6-1976 1428.16 17.13 1,2 


It may be seen from the above that though the advances made by the banks 
to the weavers societies for their production and marketing purposes have 
increased in absolute terms, the proportion of such advances to the total 
advances made by the banks has been more or less static during the last 
3 years. This is not at all a satisfactory position. The banks will have to 
change their attitude towards financing of handloom co-operatives and 
step up their advances to the handloom co-operative sector. We recommend 
that in the context of the national policy the state and central co-operatives 
banks should give high priority to the financing of weavers societies. They 
should involve themselves in an increasing measure in the financing of 
these societies as in the case of financing of small farmers. 


4.3 The state and central co-operative banks have a dual role to play. 
Firstly, they are financing agencies and as such they have to financially 
assist the co-operative institutions which are their members, subject of course, 
to the accepted policy regarding the priority of the different sectors. Secondly, 
as the state financing agency and the central financing agencies, the state 
and the central co-operative banks have a developmental and promotional 
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role which is as important as, if not more, than their role as financing 
agencies. They are thus responsible for the promotion and development 
of the co-operative institutions in their respective areas. As regards hand- 
loom co-operatives, it is true that the past experiences of the banks have 
not been happy. The handloom co-operatives in many states are either 
weak or dormant as discussed in Chapter III. The reorganisation of the 
existing societies on a viable basis and the organisation and promotion 
of new viable societies are the responsibility of the concerned departments 
of the State Governments. In these programmes of the State Governments, 
the state and central co-operative banks have a vital role and government 
will have to heavily rely on their assistance. It will, therefore, be necessary 
for the banks to widen their developmental and promotional role and actively 
assist the state governments in their development programme. 


Setting up of industrial section by banks 


4.4 It was precisely for helping the banks in their developmental role 
that the Working Group on Industrial Financing through Co-operative 
Banks (1968) had recommended (para 58 of the Report) the setting up of a 
separate industrial section with the-necessary, well trained administrative, 
supervisory and technical personnel by every, state co-operative bank and 
by the bigger among the central] co-operative banks to specialise in the 
problems of financing and developing the industrial co-operatives. The 
industrial section is to be guided on policy and allied matters by technical 
groups to be set up for the purpose (para 60 of the Report). Even after the 
lapse of 10 years of the publication of the Report many of the banks have 
not implemented the above recommendations of the Working Group. 
Many banks plead that since their business with the industrial co-operatives 
is not much, the setting up of industrial section and technical group may 
not be a remunerative proposition. Our opinion is that the banks should 
not take the aspect of any immediate return on their such investments as 
criteria for setting up the industrial section and the technical group. Their 
present business with the industrial co-operatives is small mainly because 
of the inherent weakness of the industrial co-operatives. It may also be 
that there are only very few industrial co-operatives in their areas. But when 
once the existing societies are reorganised on a viable basis and new viable 
societies are also set up the banks can expect adequate business with such 
societies ensuring them a reasonable return on their investments made in 
the promotion and growth of such societies. Banks must take a long term 
view of the matter and take necessary action to set up separate industrial 
sections and technical groups. 


Coverage of weavers by weavers co-operatives 


4.5 As regards the handloom sector, it is estimated that co-operative 
coverage of the handlooms in the country is at present only 30 per cent. 
The Government of India has a programme to raise the co-operative coverage 
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of the handlooms to 60 per cent during the course of the next 5 years. Much 
remains to be done to achieve this target. The state and central co-operative 
banks will have to enlarge their financial and developmental roles in support 
of this programme. In this context we suggest that every central co-operative 
bank, in whose area of operations there are 5000 or more looms, active 
and dormant, must create a separate cell in the bank exclusively to attend 
to the work of developing and financing weavers co-operatives. This cell 
must take the initiative in bringing more number of looms within the co- 
operative fold, in explaining to the societies the procedural formalities 
to be gone through for utilizing loans and assist in the financing of the socie- 
ties in accordance with the prescribed norms, and in promptly attending 
to the grievances of the societies. This will also create confidence in the 
societies and this will help in the smooth flow of credit in an increasing 
measure from the banks to the societies and their prompt recovery. Further, 
this cell in the central co-operative banks must be made responsible for 
collection of all data relating to weavers societies and furnishing the same 
whenever required to the Director of Handlooms/Industries/Registrar and 
the Reserve Bank. 


4.6 We would also suggest that in states.where there are 30,000 looms 
or more the state co-operative banks should form a separate cell exclusively 
for attending to the promotion, development and financing of weavers 
societies and coordination of the activities of central co-operative banks 
vis-a-vis weavers societies. 


Difficulties faced by societies 


4.7 During our field visits and -discussions with the representatives of 
various institutions we observed that by and large there are no major prob- 
lems regarding the flow of credit to the weavers societies between the Reserve 
Bank and the state co-operative banks, but there are a few problems between 
the state co-operative banks and the central co-operative banks and a large 
number of problems between the central co-operative banks and the weavers 
societies. We feel that many of the difficulties expressed by the societies 
are such that they could have been solved by the banks themselves if they 
had paid some attention to them. We now discuss below some of the diffi- 
culties expressed by the societies to us. 


4.8 Some central co-operative banks in Andhra Pradesh are reported 
to be debiting the cash credit account of the societies with the amount of 
credit limit sanctioned on the date of sanction and collecting interest on the 
whole amount even though the societies may not have drawn the amount 
from the account. If this is being done by the banks, it is highly irregular. 
The cash credit account should be debited only with the amount actually 
drawn by the societies, from the dates of such drawals and the interest 
thereon. Otherwise the societies will have to pay interest on amounts which 
it has not drawn from the bank. This is not justifiable. The state co-operative 


33 


bank or the co-operative department should tender necessary advice to 
such central co-operative banks and stop this practice. 


4.9 It has been reported by some weavers societies in Madurai District 
of Tami! Nadu that the central bank is not, as a matter of routine, allowing 
the societies to withdraw from the cash credit account any amounts exceeding 
Rs 40,000 at a time. When market conditions are favourable, the societies 
may like to purchase yarn and chemicals which may sometimes be for 
amounts in excess of Rs 40,000. Refusal to honour the cheques’ issued by 
the societies cannot be justified if there is sufficient balance in the account 
unless the societies do not have adequate drawing power to support such 
withdrawal. This is more so especially because the societies have been instruc- 
ted to make payments for the purchases made by them through the cash 
credit accounts only. 


4.10 The above societies also complained that the bank was charging 
interest with quarterly rests on the cash credit limits sanctioned to them 
and that this has proved to be a further burden on them. It is true that banks 
can charge interest from societies at monthly or quarterly or half yearly 
rests on cash credit accounts as per the agreement entered into by the socie- 
ties with the bank. But charging interest with quarterly rests from the weavers 
societies by the banks which: receive financial accommodation from the 
Reserve Bank for financing the weavers societies canntt be justified as the 
same is notin accordance with the spirit of the Scheme for Handloom Finance. 
Refinance facilities are provided by the Reserve Bank now at a concessional 
rate of 24 per cent below the Bank Rate and interest is charged from the 
banks with half yearly rests. Under the scheme the banks are required to 
charge interest from the societies at the same rate at which they can get 
reimbursement from the Reserve Bank. Charging interest with quarterly 
rests will increase the effective rate of interest to be paid by the societies 
in that the amount of interest payable by the societies will be more than 
the amount payable by them if interest is charged with half yearly rests. 
This will definitely be a burden to the societies. We would urge that in the 
case of weavers societies whose members are mostly poor, co-operative 
banks should provide at least the same facilities which they get from the 
higher financing agencies, if not more. The rates of interest charged by 
different banks in different states are indicated in Statement No. 3. It may 
be seen that many banks charge high rates of interest on loans made from 
their own resources. This is not justified. Even if they do not seek refinancing 
facilities from the Reserve Bank, they should charge only the same rate at 
which they can get refinance from the Bank if they so desire and claim 
subsidy from government. We suggest that all the banks should follow this 
procedure and if any bank charges higher rates from the societies the con- 
cerned department of the state governments should take appropriate action 
in the matter. 


4.11 It has also been pointed out by the above societies that the central 
bank is insisting on a margin of 35 per cent.on additional limits sanctioned 
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to them and that it is collecting share capital from the societies every time 
a loan is made to them at 10 per cent of the loan. In Orissa it is reported 
that the central co-operative banks are insisting on share linking to borrow- 
ings at 1:10. These are not in accordance with the Scheme for Handloom 
finance in terms of which additional limits are to be sanctioned to the 
societies against pledge/hypothecation of finished goods or against bills 
payable by the apex/regional weavers society with a margin of 25 per cent 
only, Since the weavers societies do not have adequate resources of their 
own to provide the normal margin generally insisted on by banks on advances 
against pledge/hypothecation of goods, the Reserve Bank has granted them 
many relaxations as regards the items that may be reckoned as cover for 
borrowings and also regarding the items that may be reckoned as margin 
in case the items reckoned as cover are not adequate to provide the required 
margin of 10 per cent or 25 per cent depending on whether the accommoda- 
tion granted is the normal limit or additional limit. Anything done by the 
co-operative banks which will take away the benefits of the above relaxations 
specifically granted to help the weavers societies cannot be justified. This 
may prevent the societies from fully utilising the limits granted to them. 
Similarly, the linking of share holdings to borrowings in the case of pledge/ 
hypothecation credit granted to weavers societies has been prescribed by 
the Reserve Bank at 1:40. But if the banks insist on such linking at 1:10, 
particularly every time a loan is given to the societies it will prove to be a 
greater burden to the societies. As stated earlier the relaxations granted 
to the weavers societies by the Reserve Bank with a view to aiding in their 
growth should not be diluted by the co-operative banks to the detriment 
of the societies. 


Sanction of additional limits to societies 


4.12 Under the scheme of financing of weavers societies, the advances 
to the societies by the banks are generally made against hypothecation/ 
pledge of the goods with the societies. The margin prescribed by the Reserve 
Bank is 10 per cent in respect of advances under normal limits and 25 percent 
in respect of advances under additional limits. There is no justification for 
different margins being prescribed by the Reserve Bank for the same kind 
of loans. It may be for compelling the societies to dispose of the stocks 
early. But even then two rates of margin appear to us not justified. More 
often than not the societies may be dissuaded from availaing of this facility 
because of the higher margins. We, therefore, recommend that the Reserve 
Bank may prescribe a uniform margin of 10 per cent only for the advances 
made by the banks to the primary weavers societies both under the normal 
and additional credit limits. , 


- Reimbursement of advance made by banks under additional limits 


4.13 The advances made by banks under additional limits sanctioned to 
the primary weavers societies are reimbursesable from the Reserve Bank. 
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But we are given to understand that so far no central co-operative bank has 
submitted a supplementary credit limit application to the Reserve Bank 
for sanction of additional credit limits. However, we feel that in view of the 
higher production target fixed for handloom sector by the Government of 
India for the coming 5 years many primary weavers societies may approach ° 
the central banks for additional credit limits. We recommend that such 
limits sanctioned to primary weavers societies by the central banks having 
satisfactory arrangements for supervision over societies and their stocks 
must be reimbursed by the Reserve Bank if the banks submit their supple- 
mentary credit limit applications and the societies which are financed by 
the banks are viable/potentially viable and have appointed full-time paid 
secretaries. 


4.14 Wehave given above only a few of the difficulties faced by the 
societies. It may be that they are having many more problems of a minor 
or procedural nature standing in the way of their fully utilising the limits 
sanctioned to them. If the central co-operative bank has a separate cell as 
suggested in para 5 above for exclusively attending to the promotion, growth, 
development and financing of weavers societies, most of the problems of 
the above nature could be solved amicably. 


Operation of credit limits by central co-operative banks 


4.15 Some central co-operative banks, particularly in Kerala and Andhra 
Pradesh, are stated to be experiencing difficulties as at their level the credit 
limits sanctioned by the Reserve Bank are to be operated as term loans 
while the societies are to operate on the accounts as cash credit only. It is 
said that there will always be outstanding in the cash credit accounts of the 
societies whereas the banks will have to meet their liability on the due dates 
and on many occasions they have to meet their liability from their own 
resources. If the central co-operative banks do not have enough funds they 
want that the state co-operative banks should give financial assistance to 
meet their liability on the due dates. 


4.16 The credit limits sanctioned by the Reserve Bank to co-operative 
banks for the financing of weavers societies are in the nature of cash credits 
and can be operated by the banks by drawing and repaying as often as 
necessary provided the amount outstanding at any time does not exceed 
the limit sanctioned for the year. However, each drawal is allowed to run 
for a period of one year. This is allowed only for helping the banks. The 
societies may operate on the cash credit account sanctioned to them for 
purchase of yarn, payment of wages, etc., and sale proceeds may be remitted 
by them to the account without reinvesting the proceeds in the production 
activities. In short the account should be operated as a revolving credit. The 
bank should pool the collections from the societies and when they are sizeable, 
remit the same towards their loan account. If the bank takes care in drawing 
on the limit only when it is necessary for further disbursement of loans or 
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for liquidity purposes it may be able to repay the loans, perhaps even before 
the due date even if there are outstandings against the societies. At no time 
during the year the societies are expected to bring down their outstandings 
to nil. Hence there may be some outstandings against them. Therefore, for a 
short period from 1 April till the sanction of credit limits by the Reserve 
Bank it may bethat thebank’s own resources may be involved in the financing 
of weavers societies which is eligible for reimbursement as soon as the credit 
limits for the banks are sanctioned. If the central bank’s owned funds are 
inadequate to sustain this small investment in weavers finance, which is not 
very likely, the state co-operative bank should assist the central bank by 
providing the necessary interim financial accommodation for the purpose. 
This will also help the central banks in granting renewals of limits to good 
working societies which observe the prescribed financial disciplines on 
expiry of the period of the limits without waiting for sanction of credit limit 
by the Reserve Bank. 


Linking sanction of limits for weavers finance with limits for agricultural 
operations 


4.17 During our field visits and discussions with the office bearers of state 
co-operative banks and the Directors of Handlooms of Andhra Pradesh, 
Karnataka and Bihar, we came to understand that there is great dissatis- 
faction among them with the procedure followed by the Reserve Bank in 
linking the sanction of credit limits to the central co-operative banks for 
financing weavers societies with the sanction of credit limits to these banks 
for short-term agricultural operations. Credit limits for financing weavers 
societies are not sanctioned to those banks which have been refused credit 
limits for agricultural operations. They felt that the weavers societies in the 
area of operations of such banks which have been refused credit limits for 
financing them will have to suffer hardships for want of working funds for 
none of their fault. They pleaded that the handloom co-operative sector 
should not be penalised for the fault of the agricultural sector. 


4.18 Weare given to understand that the Reserve Bank refuses credit limits 
for agricultural operations only to those banks whose overdues exceed 60 
per cent of demand for the year. Such banks are only very few in number. 
Out of 342 central co-operative banks only 19 banks were refused such credit 
limits by the Reserve Bank during 1976-7. The financial position of these 
banks has become weak mainly because of the weaknesses of the primary 
agricultural credit societies in their area. Hence under normal circumstances 
there cannot be many good working weavers societies in their area. If, 
however, there are good working weavers societies in such areas, they can be 
financed by the state co-operative banks. The Reserve Bank has agreed that 
in areas where the weaknesses of the central co-operative banks is impeding 
the flow of credit to eligible weavers societies, the state co-operative bank 
may finance such societies directly bypassing the central co-operative banks 
and that the Reserve Bank is willing to consider sanctioning suitable credit 
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limits to the state co-operative bank for the purpose. But in this case elaborate 
arrangements are required to be made by the state co-operative banks to 
directly finance the societies which may be scattered in the different areas 
of the district. To obviate such difficulties and to avoid the delay involved 
in the process we have to make the following suggestions: 


4.19 We are given to understand that the policies involved in the Reserve 
Bank Scheme for Handloom Finance are not directly connected with the 
short-term agricultural loan policies of the Bank. Credit limits under Section 
17(2)(bb) of the Reserve Bank of India Act, 1934 for financing the production 
and marketing activities of weavers societies are invariably sanctioned against 
government guarantee as required under the Act. The Bank is also insisting 
on separate non-overdue cover for borrowings against the limits sanctioned 
to the banks. We feel that there are no convincing and cogent reasons for the 
Bank to link the sanction of limits for financing weavers societies with the 
sanction of limits for financing short-term agricultural operations. We, 
therefore, suggest that as long as the weavers societies satisfy the norms 
prescribed by the Reserve Bank and they also followthe prescribed procedure, 
the Reserve Bank may consider sanctioning credit limits to the central 
co-operative banks for financing these’ societies irrespective of whether or 
not they have been sanctionéd short-term credit limits for agricultural 
operations on account of heavy overdues provided however, the financial 
position and working of the banks is not in such a bad condition that they 
are incapable of utilising any credit extended to them by the higher financing 
agencies. The weavers societies themselves should be viable, at least poten- 
tially, and have full-time paid secretaries to look after their affairs. 


Financing weavers societies under DRI rates 


4.20 It was also represented to us that weavers societies must be provided 
finance at DRI rates. Since the individual weavers in the private sector are 
getting loans at DRI rates the handloom industry in the co-operative sector 
should not be denied this facility. Absence of such a facility will act as a 
disincentive to many of the individual handloom weavers to become members 
of co-operative societies. We have to offer the following comments on this 
matter. 


4.21 It was on the recommendations of the High Powered Study Team on 
the Problems of Handloom Industry that DRI (Differential Rate of Interest) 
scheme was extended to cover individual weavers who are outside the co- 
operative fold. The nationalised banks are now financing such weavers under 
the DRI scheme. The Study Team did not make any specific recommen- 
dations regarding any further concessions regarding interest rates on credit 
to weavers societies presumably because they were satisfied with the existing 
arrangements. Further, the weavers societies are helped in several other ways 
like share capital contribution from Government, staff subsidies etc. In their 
case the apex weavers society has the responsibility of supplying them with 
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their requirements of yarn, chemicals etc. and assisting them in the marketing 
of their products. These facilities are not open to individual weavers. The 
Study Team has further recommended that : 


The interest rate under DRI may be more favourable than the rate 
of 14 per cent below Bank Rate now given to the weavers in the 
co-operative fold. There may not be any objection if the DRI rate 
is equated with the rate charged by the co-operatives if that facilita- 
tes taking up a larger programme. 


It may be seen that the Study Team did not contemplate any reduction in 
the lending rates charged from the societies. On the other hand they had 
envisaged raising the DRI rate. Above all the advances under DRI scheme 
are made to the individuals with a ceiling prescribed at 14 per cent only 
of the total advances of commercial banks whereas the co-operative banks 
make advances to institutions. The individual artisans should not be com- 
pared with industrial co-operatives even though their members are also poor 
artisans. Further the Reserve Bank has recently in terms of its circular No. 
ACD. Plan. (IFS). 3815/H.G. 4-77/8.dated 23 March 1978 reduced its lending 
rate on financial accommodation to weavers societies under Section 17(2) 
(bb) of the Act to 24 per cent below the Bank Rate i.e. at 64 per cent as 
against 74 per cent charged to the societies previously under the scheme. 
Besides, individual weavers who are members of PACS/FSS/LAMPS can 
get financial accommodation at 94 per cent for which refinance is provided 
by the Reserve Bank at 3 per cent below the Bank Rate. It may not be 
possible for the Reserve Bank to contemplate any further reduction in the 
context of overall national policies and considerations. We, therefore, do 
not feel that there is any real need to lower the rate of interest charged from 
the weavers co-operatives to the level of DRI rates. If, however, necessary 
subsidy could be given by Government of India, a lower rate could be charged 
to co-operative societies and the individual weavers who are members of 
PACS/FSS/LAMPS also. 


Sanctioning consolidated limits to central banks 


4.22 Yet another suggestion made to us is that the Reserve Bank may 
consider sanctioning credit limits to the central co-operative banks for financ- 
ing weavers societies in the same way as in the case of sanction of limits for 
short-term agricultural operations without insisting on data in respect of 
each individual society. The Reserve Bank now sanctions consolidated credit 
limits for financing weavers societies to the central co-operative banks and 
not in respect of individual societies. But this is being done after examining 
the eligibility of the societies proposed to be financed from out of the limit 
sanctioned. We are given to understand that the Bank has not agreed to the 
proposal of sanctioning consolidated limits to the central banks for financing 
weavers societies without ascertaining the eligibility of the societies to be 
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financed mainly because past experience has shown that the central banks 
are applying for credit limits in respect of societies which are prima facie 
ineligible for loans from out of Reserve Bank of India limits as may be seen 
from the data given in Statement No. 4 relating to the year 1977-8. It may 
be seen from this statement that in Andhra Pradesh, Uttar Pradesh and 
Maharashtra, the central banks had applied for credit limits on behalf of 
numerous societies which were ineligible for loans from out of credit limits 
sanctioned by the Reserve Bank. It is said that the loans made by the agri- 
cultural credit societies are subject to strict financial disciplines like seasona- 
lity, financing of defaulters, minimum involvement of banks and strict 
supervision over societies by them etc. 


4.23 The advances made by the central co-operative banks to the weavers 
societies are also subject to the various financial disciplines insisted on by the 
Reserve Bank like eligibility for credit limits, criteria for renewal of credit 
limits etc. We feel that the banks will assume more responsibility and exercise 
greater care if the society-wise scrutiny of loan applications is vested in 
them. We, therefore, recommend that the Reserve Bank may consider sanc- 
tioning overall credit limits to the central co-operative banks for financing 
weavers societies on the basis of the lending programmes and past perfor- 
mance of the banks and leaving the responsibility of fixing credit limits to 
individual weavers societies to the banks themselves on the basis of certain 
norms laid down by the Reserve Bank. The Bank may, lay down necessary 
guidelines in this behalf for the guidance of the central co-operative banks 
and obtain such periodical returns from the banks as may be necessary 
to monitor the flow of credit. The sanction of overall limits by the Bank 
may, however, be restricted to only those central banks and weavers societies 
which have adequate supervising arrangements. 


Sanction of limits as a multiple of owned funds 


4.24 Under the existing policy the limit sanctioned by the Reserve Bank 
on the behalf of the apex weavers societies may not ordinarily exceed 3 times 
the owned funds of the societies. The limits are sanctioned against pledge/ 
hypothecation of goods with a margin of 10 per cent. Since the margin money 
is to come from the disposable owned resources an apex society may not be 
sanctioned any limit exceeding 9 times of its disposable resources. We feel 
that in the light of this ceiling on the sanction of limit to an apex society there 
need not be another ceiling that the limit so sanctioned may not exceed 3 
times the owned funds of the society. 


CHAPTER V 


ESTIMATE OF CREDIT REQUIREMENTS FOR THE NEXT 3 
YEARS AND APPROPRIATE STEPS SUGGESTED TO 
ACHIEVE CREDIT PROGRAMMES 


5.1 A realistic estimate of the credit requirements of the weavers societies 
for the next 2 or 3 years is a very difficult exercise to attempt for various 
reasons. We are given to understand that in many states the programme of 
reorganisation of societies is being implemented but there is no clear indi- 
cation of the present position of the progress made so far in this regard. In 
many states the weavers’ societies are weak units and they may not be eligible 
for finance from the central co-operative banks under the Reserve Bank 
Scheme for Handloom Finance. For instance in Karnataka, the Com- 
missioner for Industrial Development and Director of Industries and Com- 
merce has stated that many societies have not been able to avail themselves 
of funds under the Scheme mostly for the reason that they are unable to come 
up to the norms laid down by the Reserve Bank even though these. norms 
cannot be considered as excessively strict. In Bihar none of the societies is 
viable as per the norms prescribed by the Reserve Bank. These societies will 
not be in a position to utilize any higher limits even if sanctioned to them as 
their own resources are limited and hence they may not be able to provide 
the required margin. 


5.2 The capacity of the societies to utilize any higher quantum of credit 
will depend on a regular supply of yarn and other inputs necessary for pro- 
duction purposes. Generally this is the responsibility of apex weavers co- 
operative societies. Such societies are either not in existence or not active in 
Punjab, Gujarat, Bihar and Assam. In states like Uttar Pradesh and Jammu 
and Kashmir the apex societies do not conform to the norms acceptable to 
the Reserve Bank and hence the Reserve Bank has not so far opened any 
line of credit for them. In Bihar the apex society is dormant and in Karna- 
taka the societies are weak units. These societies are also not financed by the 
Reserve Bank. Satisfactory arrangements for regular supply of yarn exist 
only in Tamil Nadu, Andhra Pradesh, Pondicherry and possibly Maha- 
rashtra. Arrangements for supply of yarn being lacking or in-adequate in 
many states, we cannot assume that the looms registered with the societies 
will be working to full capacity. Production by the societies will also depend 
on the arrangements existing for the sale of their products. Such arrange- 
ments are inadequate in most of the states. Apart from these, increased pro- 
duction by the societies will also depend on per loom production, number 
of active looms etc. Per loom production varies from state to state. and the 
number of active looms also fluctuates very often. 
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5.3. Our tentative estimate of the credit requirements of the handloom co- 
operatives during 1978-9, 1979-80 and 1980-1 is indicated in the table given 
below. This estimate is to be viewed subject to the various restraining factors 
mentioned in para 1 and 2 above. The estimate has been made on the basis 
of the number of active looms registered with the societies. In the case of 
states which have participated in our discussions namely Andhra Pradesh, 
Assam, Karnataka, Tamil Nadu, Kerala, Pondicherry, Uttar Pradesh, 
Bihar, West Bengal and Orissa, we have accepted the figures of active looms 
furnished by the Department of Handlooms of the concerned state govern- 
ment. In other cases we have gathered the information from the Reserve 
Bank. We have assumed that 95 per cent of the active looms are cotton 
handlooms and the rest silk or woollen handlooms. The scale of finance per 
loom adopted for working out the credit requirements is Rs 1500 in the case 
of cotton handlooms and Rs 2000 in the case of silk and woollen handlooms. 
We have also assumed an addition of 10 per cent of the number of active 
looms during each of the 3 years. This means that loan requirement will 
go up by 10 per cent and production by 30 per cent during each year. 


Rs lakhs 


No.of Credit requirements during 
active looms 


Name of State (figures in °00) 1978-9 1979-80 1980-81 
1 2 3 4 5 
Andhra Pradesh 1800 3,020 3,322 3,654 
Assam 370 620 682 750 
Bihar 360 604 664 730 
Gujarat 110 185 204 224 
Himachal Pradesh 2 3 4 4 
Haryana 47 79 87 96 
Jammu and Kashmir 1 Z 2 3 
Kerala 280 470 517 570 
Karnataka 203 342, 376 413 
Madhya Pradesh 39 66 73 80 
Maharashtra 305 512 563 620 
Manipur 130 218 240 264 
Orissa 98 165 182 200 
Punjab 48 81 89 97 
Rajasthan 7 11 12 13 
Tamil Nadu 1400 2,502 2,752 3,027 
Tripura 16 24 27 30 
Uttar Pradesh 1730 2,902 3,192 3,512 
West Bengal 695 1,250 1,375 1,513 
Meghalaya 1 2 2 3 
Delhi 14 23 25 28 
Pondicherry 12 21 23 25 
~~ “Total 7668 13,102 14,413 15,856 
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Rs. lakhs 





Credit requirements during 


(i) Production assumed at 3 1978-79 1979-80 1980-81 
times the credit require- Pee a ey ee 
ments 39,306 43,239 47,568 


(ii) Credit required for pro- 

curing 50 per cent of pro- 

duction and for market- 

ing for which credit limits 

are sanctioned at 25 per 
cent of expected sales 4,913 5,405 5,946 

(iii) Total credit required for 

production and marketing 
50% of production 18,015 19,818 21,802 
As against the above estimates of credit requirements, the credit limits 
sanctioned by the Reserve Bank on behalf of weavers societies stood at Rs 
4261 lakhs only as at the end of January 1978. This is only just about 1/4 
of the total credit requirements. This is mainly because we have assumed 
: that all the looms are active throughout the year where as in practice this is 
not so. We have also assumed that all'the looms are newly registered and 
hence calculated the requirements on per loom basis without having anything 
to do with actual production. The other reasons for the non-expansion of 
credit to the extent required are explained in Chapter ITI. Unless some con- 
crete action is taken by the state governments, co-operative banks and the 
societies themselves on the lines indicated in Chapters III and IV, the credit 
requirements of the weavers co-operatives as estimated above cannot 

be said to be within attainable limits. 


Need for strengthening of weavers societies 


5.4 From what has been stated in Chapter III we feel that any marked 
expansion of credit for financing weavers societies is possible only if the 
weavers societies are suitably strengthened to absorb any further quantum 
of credit. The various relaxations granted by the Reserve Bank during 1976-7 
have already given a spurt to the Scheme of Handloom Finance in a few 
states and the task before us is to find ways and means to spread this spurt 
in other states also. We believe that this is possible only if the co-operatives 
in these states are financially strengthened. Many of the societies in these 
states are weak units. For instance, in Bihar the total number of looms in the 
co-operative sector is about 36,000 and the total number of societies is 1237. 
This means that on an average there are 30 looms only per society. Of the 
total number of 1237 societies only 372 are active units. In Uttar Pradesh it is 
found that all the looms of the societies are not working looms and even 
the active societies have not been able to provide work throughout the 
year to their members. These societies do not have any resources of their own 
to provide the nominal margin of even 10 per cent to sustain their borrowings 
from the co-operative banks in spite of the fact that the Reserve Bank had 
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granted numerous relaxations regarding the items which may be reckoned 
as cover and items which may form cover for advances in addition to the 
margin available from items recognised as. cover for borrowings. These 
societies are, therefore, not capable of absorbing any further credit from the 
banks. Since the margin is to be provided by the societies from their own 
resources, it becomes necessary to strengthen their owned funds. This is 
possible only by injection of further share capital to the societies either by 
the members or some other agency. It is the responsibility of the state govern- 
ment to assist the societies in this regard. Of late, the state governments have 
not been quite earnest in strengthening the share capital of weavers societies. 
However, they have started doing something in this direction after the 
Central Plan Scheme of assistance for share capital contribution was drawn 
up and implemented from 1976. Paucity of funds seems to be the main 
reason why the state governments have not been keen in strengthening the 
share capital base of the weavers societies. We recommend that the govern- 
ments give priority consideration to contribution of share capital to weavers. 
societies and revive the scheme in this behalf with appropriate allocation of 
resources in the Sixth Plan period by taking maximum advantage of scheme 
under the central funds which are available. However, due to various finan- . 
cial constraints the state governments may not be able to participate in the 
share capital of the weavers societies in any big way. The governments must, 
therefore, be assisted by some financing institutions by giving loans for 
share capital participation in weavers societies. 


Assistance to state governments for contribution to the share capital of primary 
handloom weavers societies 


5.5. We have to decide on the appropriate agency that should meet the 
supplemental share capital requirements of the weavers societies. A demand 
has been made that Reserve Bank should provide assistance to the state 
governments from out of the National) Agricultural Credit (Long-term 
Operations) Fund for contributing to the share capital of the weavers socie- 
ties. This demand is not new. The High Powered Study Team on the pro- 
blems of Handioom Industry (1974) had made the following observations 
in para 6.11 of the Report: 


“The Team would rather recommend that the Reserve Bank 
of India should fully follow the policy of making the credit to the 
co-operative effective and to this purpose bring in the various 
methods, which have been inducted in the field of agricultural credit, 
into the field of handloom credit also to make the impact much more 
effective. Particularly the provision of share capital to the co-opera- 
tives through the State Government is an important contribution and 
the Reserve Bank of India must find some means for doing this for 
the co-operatives sector in the handlooms. Till this is done the 
National Co-operative Development Corporation should provide 
this facility.” 


5.6 The Reserve Bank sanctions long-term loans to the state governments 
from the National Agricultural Credit (Long-term Operations) Fund for 
contribution to the share capital of co-operative institutions under Section 
46A(2)(a) of the Reserve Bank of India Act, 1934. The Section reads: 


The amount in the said fund shall be applied by the Bank only 
to the following objects, namely: 


(a) the making of loans and advances to state governments for 
subscribing directly or indirectly to the share capital of a co-operative 
credit society and repayable on expiry of fixed periods not exceeding 
20 years from the date of making such loan or advance. 


It is clear from the above that the assistance from the said Fund is available 
only in respect of co perative credit societies and not for non-credit societies. 
The co-operative credit societies eligible for assistance from the Fund are 
the state/central and primary (urban) co-operative banks, state and primary 
land development banks and primary agricultural credit societies. Further, 
the Fund is used not only for granting loans to state governments for share 
capital contribution but also for granting medium-term loans to state co- 
operative banks and long-term.loans to.the Agricultural Refinance and 
Development Corporation. 


5.7 In this context, the observations of the All India Rural Credit Survey 
Committee (1954) in Chapter 35 of the General Report, are relevant. 


It will be recalled that two of the main lines of development we 
have in view as basic to the integrated scheme itself are the extension 
of cooperative credit/ and the extension of cooperative economic 
activity, and as earlier explained, these two should in our opinion be 
broadly divided, in point of responsibility at the all India level of 
planning, coordination and finance, between the Reserve Bank on 
one hand, and on the other the Government of India in its Ministry 
of Food and Agriculture. It seems to us obvious that the Reserve 
Bank should take upon itself the task of further extension of coopera- 
tive credit on the lines on which it has already been proceeding in the 
last few years, and that the central government should assume res- 
ponsibility for the coordinated progress of the important items of 
warehousing and distribution (including but going beyond the coope- 
rative sector in regard to these two) and of other economic activities 
in the rural area, such as processing and marketing (in the coopera- 
tive sector alone so far as these are concerned). In this manner, the 
state through two of its most powerful instruments will have set in 
motion those forces of real significance for the rural economy which 
alone, we believe, can effectively summon the enthusiasm of the 
cultivator and marshal his awakened effort for the economic develop- 
ment of rural India. Due attention must of course be paid to the 
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need for coordination between these two main lines of development 
viz., credit and economic activity, for one is organically dependent 
on the other. 


In pursuance of the recommendations of the Committee under its integrated 
Rural Credit Scheme, the Reserve Bank created the National Agricultural 
Credit (Long Term Operations) Fund and the National Agricultural Credit 
(Stabilization) Fund in the Bank and the Government of India set up the 
National Co-operative Development and Warehousing Board for planning, 
coordinating and financing the co-operative economic activity in the rural 
sector. In 1962 the Board was converted into the National Cooperative 
Development Corporation. It was, thus, expected that while the Reserve Bank 
would broadly look after the needs of the cooperative credit structure, the 
National Cooperative Development Corporation would meet the needs of 
cooperative non-credit structure, particularly in the rural sector. 


5.8 Section 9 of the National Cooperative Development Corporation Act, 
1962 defines the functions of the Corporation. The Section reads: 


9(1) Subject to the provisions of this Act the functions of the Cor- 
poration shall be to plan and promote programmes, through co- 
operative societies, for: 


(a) the production, processing, marketing, storage, export and 
import of agricultural produce, food stuffs, poultry feed and 
notified commodities. 


(b) the collection, processing, marketing, storage and export 
of minor forest produce. 


(2) in particular and without prejudice to the generality of the 
foregoing provision, the Corporation may: 


(a) advance loans or grant subsidies to State Governments for 
financing cooperative societies and for employment of staff for 
implementing programmes of cooperative development. 


(b) provide funds to State Governments for financing coope- 
trative societies for the purchase of agricultural produce, food 
stuffs and notified commodities on behalf of the Central 
Government: 


(c) plan and promote programmes through cooperative socie- 
ties for the supply of seeds, manure, fertilisers, agricultural 
implements and other articles for the development of agri- 
cultural produce: 


(d) provide loans and grants directly to the national level co- 
operative societies and other cooperative societies having 
objects extending beyond one state: 
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(ec) provide loans to cooperative societies on guarantee of 
State Governments or in the case of cooperative societies in the 
Union Territories, on the guarantee of the Central Government: 


(f) participate in the share capital of national level cooperative 
societies and other cooperative societies having objects extend- 
ing beyond one State. 


The National Cooperative Development Corporation had contributed 
Rs 35.45 lakhs during 1976-7 to the share capital of state handloom weavers 
cooperative societies in Andhra Pradesh, Uttar Pradesh and Madhya Pradesh 
Under Section 13(2)(a) of the Act, the moneys in the National Cooperative 
Development Fund shall be applied 


“for advancing loans and granting subsidies to State Governments 
on such terms and conditions as the Corporation may deem fit for 
the purpose of enabling State Governments to subscribe to the 
share capital of cooperative societies or for otherwise financing 
cooperative societies’’. 


Under Section 2(c) of the Act 


“cooperative society” means a society registered or deemed to be 
registered under the Cooperative Societies Act, 1912 or under any 
other law with respect to cooperative societies for the time being in 
force in any state, which is engaged in any of the activities specified 
in sub-section (1) of Section 9 and includes a cooperative land 
mortgage bank”’. 


Notified commodities include items like-soap, textiles, paper and pulp, 
timber products, tea etc. Primary weavers societies can therefore be assisted 
by National Co-operative Development Corporation without any amend- 
ment of the National Co-operative. Development Corporation Act. 


5.9 It appears to us that the National Cooperative Development Corpora- 
tion is the appropriate agency to assist the State Governments for contribut- 
ing to the share capital of primary weavers societies. This will be in accord- 
ance with the broad demarcation of the responsibilities between the Reserve 
Bank of India and the erstwhile National Cooperative Development and 
Warehousing Board envisaged by the Rural Credit Survey Committee in 
their Integrated Rural Credit Scheme. This will also be in accordance with 
the recommendations of the High Powered Study Team. In para 2.9(b) of 
the Report on rehabilitation of handloom cooperatives, the Study Team 
has said 


A scheme of rehabilitation will have to be drawn up for those 
cooperatives which can be made viable with supervised credit 
and with amalgamation of potentially viable weavers societies. The 
main ingredient in this programme will be the share capital parti- 
cipation of the state Government. To enable the State Government 
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to participate in the share capital, the National Cooperative Deve- 
lopment Corporation may be made the body for giving loan to the 
State Government for share capital participation. The National 
Cooperative Development Corporation will have to put in funds 
for the purpose to fully support the programme. 


This recommendation of the Study Team has also been accepted by the 
Government of India. However, the Government of India accepted it subject 
to National Co-operative Development Corporation being provided with 
additional funds on continual and effective basis to take up this responsi- 
bility. The Government of India also decided that the involvement of the 
Corporation will not be on adhoc basis. Since the National Co-operative 
Development Corporation has not been provided with funds for the pur- 
pose, the Corporation is presently extending assistance to only Apex/Regio- 
nal weavers societies out of its funds and no assistance is being given for 
primary weavers societies. We, therefore, recommend that the NCDC may 
be provided with adequate funds by Government of India to enable it to 
provide assistance for participation in the share capital of primary weavers 
societies. 


Provision of medium-term and long-term loans to apex weavers societies 


5.10 The weavers societies cannot expect to be in a sheltered position 
indefinitely. They have to compete with the organised sector and this neces- 
sitates a competent marketing mechanism, For this purpose the societies, 
particularly the apex societies will require proper godowns, show rooms 
etc. Acquisition of these facilities involves large investments for which they 
will require term loans from financial institutions. There has been a demand 
from some apex societies like the Tamil Nadu State Handloom Weavers 
Cooperative Society that the Reserve Bank should open a new line of credit 
for the above purposes as there are now. no financial organisations catering 
to the medium-term and long-term requirements of handloom co-operatives. 
They also want the accommodation at concessional rate of interest. 


5.11 The Reserve Bank offers refinancing facilities through co-operative 
channel for the financing of weavers and industrial co-operatives under 
sections 17(2)(a) and 17(2)(bb) of Reserve Bank of India Act, 1934. The 
section reads 


The Bank shall be authorised to carry on and transact the several 
kinds of business hereinafter specified, namely :-— 


(2)(a) the purchase, sale and rediscount of bills of exchange and 
promissory notes, drawn on and payable in India and arising out 
of bonafide commercial or trade transactions bearing two or more 
good signatures, one of which shall be that of a scheduled bank or 
a state co-operative bank and maturing 


(i) in the case of bills of exchange and promissory notes arising out 
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of any such transaction relating to the export of goods from 
India, within one hundred and eighty days and 


(ii) in any other case, within ninety days from the date of such 
purchase or rediscount exclusive of days of grace 


(bb) the purchase, sale and rediscount of bills of exchange and 
promissory notes drawn and payable in India and bearing two or 
more good signatures, one of which shall be that of a state co- 
operative bank or a State Financial Corporation and drawn or 
issued for the purpose of financing the production or marketing 
activities of cottage and small scale industries approved by the 
Bank and maturing within twelve months from the date of such 
purchase or rediscount, exclusive of days of grace provided that 
the payment of principal and interest of such bills of exchange or 
promissory notes is fully guaranteed by the State Government. 


5.12 Medium-term and long-term advances are made by the Bank from 
the National Agricultural Credit (Long-term Operations) Fund under section 
46A(2)(b), (c) and (d) of the Act which reads— 


(b) the making to State cooperative banks of loans and advances 
repayable on the expiry of fixed periods not being less than fifteen 
months and not exceeding five years from the date of making such 
loan or advance, against such securities as may be specified in this 
behalf by the Bank and such loans and advances may be made for 
agricultural purposes or for such other purposes connected with the 
agricultural activities as the Central Board may, from time to time, 
by regulation or otherwise, determine. 


Provided that such loans.and advances are fully guaranteed as to 
the repayment of principal and payment of interest by the State 
Government; 


(c) the making to Central Land Mortgage Banks of loans and 
advances repayable on the expiry of fixed periods not exceeding 
twenty years from the date of making such loan or advance: 


Provided that such loans and advances are fully guaranteed as to 
the repayment of the principal and payment of interest by the State 
Government: 


(d) the purchase of debentures of Central Land Mortgage Banks: 
Provided that such debentures are fully guaranteed as to the re- 
payment of the principal and payment of interest by the State 
Governments. 


5.13 It may be seen from the above that there are now no provisions in the 
Reserve Bank of India Act, 1934 for providing term loans to state co-opera- 
tive banks for the financing of weavers and other industrial co-operatives. 
The other organisation which is in a position to offer these facilities is the 
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National Cooperative Development Corporation. The amendments of the 
National Cooperative Development Corporation Act, 1962 in 1972-3 and 
1973-4 on the recommendations of the Expert Committee appointed by 
the Government of India in 1970 under the Chairmanship of Shri B. Ven- 
katappaiah, have made the Corporation a financial institution in addition 
to its role as a promotional agency. The Corporation now has a wider field 
of activity. Regarding the assistance to the handloom co-operative sector, 
the Corporation has already decided to assist the development of weavers 
societies and has evolved schemes for strengthening the share capital of 
the apex/regional weavers societies, establishing processing units like dyeing, 
sizing, calendering, bleaching etc. by the apex/regional weavers societies, 
construction of show rooms, central godowns, show room-cum-godowns, 
etc. by the apex/regional weavers societies and for feasibility studies, pre- 
paration of project reports for establishment of processing units by the 
apex/regional weavers societies. By following a flexible attitude these schemes 
can also be modified to cover cases of renovation of existing show rooms 
and godowns. It may also be noted that the Reserve Bank’s Working Group 
on Industrial Financing Through Cooperative Banks had recommended 
(1968) that the NCDC may assist the state governments in meeting the block 
capital requirements of medium.and small sized processing units. We, there- 
fore, recommend that the apex weavers societies may make larger use of 
the facilities offered by the NCDC. The NCDC may also assist the apex 
weavers societies through the state governments not only in the construction 
and opening but also in the renovation of show rooms and godowns. The 
NCDC should also assist for construction of worksheds etc. for primary 
societies. 


Norms for assessing credit requirements of primary weavers societies 


5.14 We feel that the present norms.adopted by the Reserve Bank for the 
financing of primary weavers societies are quite reasonable and adequate 
to meet the requirements of the societies. It has, however, been represented 
to us that the scale of finance fixed for cotton handloom at Rs 1500 per loom 
is adequate only for production purposes and that separate credit limits are 
required by the societies for marketing of the cloth. It has also been re- 
presented that the per loom scale of finance at Rs 1500 for cotton handlooms 
should be raised to Rs 2500 due to the difficulties in marketing. We feel 
that these are not tenable. Only in the case of new societies and dormant 
societies to be activised credit limits are fixed on the basis of per loom scale 
of finance. In all other cases credit limits are fixed on the basis of the antici- 
pated production of the societies during the year. In the case of good work- 
ing societies the pattern of lending by the banks on the basis of production 
of the societies will ensure for the societies adequate funds not only for 
their production activities but also for their marketing activities. We, there- 
fore, do not envisage any changes to be made in the present norms for 
assessing the credit requirements of primary weavers societies. However, 
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we have to observe that under the existing practice the per loom scale of 
finance fixed by the Reserve Bank for the financing of new societies or 
dormant societies to be activised are not being reviewed periodically. The 
scales are reviewed by the Reserve Bank only on representations made by 
aggrieved parties. We feel that this is not fair. The cost of production of hand- 
loom cloth is increasing year after year. There must be some mechanism for 
periodical review of the scales of finance. We suggest that the Reserve Bank 
may undertake a review of the scales of finance for the financing of weavers 
societies say once in 3 years or earlier, if necessary. 


5.15 It has been represented to us that central cooperative banks are not 
financing societies at Rs 1500 per loom in respect of new looms registered 
with them and that in many cases the banks do not take cognisance of 
such new looms or finance them on an adhoc basis only. This is not correct. 
If the initial supply of credit is not adequate to keep the society working 
to its full capacity, the society will not be able to get adequate finance during 
subsequent years as credit limits are sanctioned in relation to production 
during previous year. We recommend that central co-operative banks 
should finance the primary weavers societies at the per loom scale of finance 
in respect of the new looms registered with them provided they are satisfied 
about arrangements for supervision, viability, and the need for finance and 
that the Reserve Bank may agree to fully reimburse such advances provided 
the registering of new looms with the societies are certified by the Director 
of Handlooms/other competent authority of the state government. It may 
also happen that some of the looms registered with a society may have to 
be kept idle for some reason or the other. If after some time the society 
wishes to activise such looms, it. may not be possible to get the required 
finance on per loom scale as these looms cannot be treated as newly regis- 
tered with the society. We suggest. that the society may be sanctioned limits 
on per loom scale of finance in respect of these looms also by the banks 
provided that they are in good working condition. The sanction should be 
on the special recommendations of the field staff of the Department of 
Handlooms/Industries indicating the reasons why the looms had to remain 
idle and such advances made by the banks may be eligible for reimburse- 
ment by the Reserve Bank. 


5.16 Another aspect that has been brought to our notice is that the new 
weavers societies will require at least 3 to 5 years to stabilize their working. 
It is, therefore, argued that their credit limits during this period should be 
fixed on per loom basis only. Yet another suggestion placed before us was 
that the credit limits of the societies may be fixed based on their actual 
needs and not on their production during the previous year. Some societies 
also want the banks to assess their credit requirements at 33.1/3 per cent 
of their expected production during the year or on per loom basis whichever 
is higher and not whichever is lower as is being done now. Those points are 
examined in preceding paras. 
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5.17 It is true that in the case of production units the advances granted to 
them must be adequate to enable them to carry on their production acti- 
vities to the full capacity. Under financing will lead to stagnancy in course 
of time. The primary weavers societies are not only producing agencies, 
they are also engaged in marketing activities. Their production activities 
are dependent on various factors such as availability of yarn, price of yarn 
and its fluctuating nature, availability of market for its products, rates of 
wages payable etc. When any of these factors is not favourable, the pro- 
duction by the society will be affected. Under the circumstances it is not 
possible to assess the actual needs of the society in any scientific way since 
the conditions may not be ideal always everywhere. A fairly realistic method 
of assessing their credit requirements is to relate the same to their expected 
production during the year. The production during the previous year is an 
indication of their likely production during the current year. Any slight 
variation in the factors of production mentioned above will normally be 
offset by the 20 per cent increase in production assumed during the year 
since the society will not be able to increase its production by 20 per 
cent year after year. On the other hand, if the requirements of the societies 
are to be worked out on per loom scale of finance there is every likelihood 
that the societies may equate the number of looms, including dormant looms, 
registered with them with the number of active looms and claim their re- 
quirements accordingly. There is also no effective way of verifying the 
correctness or otherwise of the action of the societies, This may result in 
overfinancing of the societies which may lead to diversion of funds for 
nonproductive purposes. We, therefore, do not envisage any need for change 
in the existing pattern of production-oriented system of lending by the 
banks to the weavers societies. However, according to the prevailing practice 
the credit requirements of working primary weavers societies as are assessed 
by the Reserve Bank on the basis of their anticipatory production during 
the year. Anticipatory production during the year is assumed at 20 per cent 
over the production during the previous year. This ceiling some times 
serves as a handicap to the development programmes of the societies. For 
instance, if a society wants to increase its production by 50 per cent and 
has a concrete and acceptable programme for it, supported by such super- 
vising arrangements as may be necessary in this behalf, the above upper 
ceiling fixed by the Reserve Bank will prevent the society from getting the 
necessary finance for achieving the programme. We, therefore, suggest that 
when societies submit any concrete and worthwhile programme of pro- 
duction during the year, the Reserve Bank may accept the same and their 
credit requirements must be assessed accordingly. Normally, however, the 
Reserve Bank may go by the norm of assessment of anticipatory production 
at 20 per cent over the production during the previous year. 


5.18 However, there is some reason to believe that new weavers societies 
may require more than one year to stabilize their working. In the initial 
year of its production a new society or a dormant society reactivised may 
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not be expected to work all the looms registered with it to the full capacity. 
Hence the society may not become entitled to the full extent of its require- 
ments during the second year if its requirements are assessed on the basis 
of its production during the first year. Generally banks do allow an initial. 
gestation period for production units to enable them to stabilize their pro- 
duction. We, therefore, recommend that in the case of new weavers societies 
and also dormant societies to be activised their credit requirements may be 
assessed by the banks on per loom scale of finance for the first two years of 
their working and the Reserve Bank may fully reimburse the banks of such 
advances granted by them to the societies. 


Norms for assessing credit requirements of apex weavers societies 


5.19 We feel that by and large the standards adopted by the Reserve Bank 
for assessing the credit requirements of apex weavers societies are also 
adequate for meeting their requirements. Unlike the primary weavers 
societies, the apex marketing societies are not producing agencies. They 
procure the goods produced by the primaries and market the same within 
the state as well as outside. The nature of their business is such that unless 
they can achieve a quicker sales turnover it cannot be a profitable business. 
Past experience has revealed..that this ratio of working capital to 
sales turnover must be at least 1:4. This is why the Reserve Bank has not 
agreed to revise the norms for assessing the ,credit requirements of apex 
weavers societies from 25 per cent of the anticipated sales during the year 
to 33.1/3 per cent of such sales even though such a relaxation is granted in 
the case of primary weavers societies. 


5.20 Some apex societies particularly Pondicherry, Karnataka and Kerala 
have represented that the credit limits of the apex societies must also be 
assessed in the same manner as in the case of primary weavers societies. 
They want that the credit limits sanctioned to them must be adequate for 
procuring at least 50 per cent of the production by the primary weavers 
societies and also to keep some buffer stock with them. They also plead that 
marketing has not developed commensurate with the increased production 
by the primary weavers societies. 


5.21 Recently in 1977 the Reserve Bank conducted some studies on the 
investments of funds by the apex weavers societies. These studies have 
revealed that very often the societies found the limits sanctioned to them by 
the Reserve Bank inadequate because of diversion of owned funds for 
acquiring fixed assets or shares in spinning mills, credit sales, even loans to 
members or unduly high investments in yarn and chemicals etc or accumu- 
lation of cloth not because of any slump in market but because of procuring 
varieties of cloth which do not sell early or easily. The Reserve Bank has 
been sanctioning additional limits for apex weavers societies to take care 
of their extra purchases made during festival seasons. As these societies are 
undertaking marketing activities the credit limits sanctioned to them should 
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necessarily have a relation with the sales turnover. 


5.22 The present criteria adopted by the Reserve Bank for fixing credit 
limits to apex weavers societies are based on the assumption that a period 
of 90 days is adequate for marketing activities and hence the Reserve Bank 
limit should be rolled over four times during the course of the year. Unless 
the sales are pushed up accordingly, the heavy interest dues and other 
charges might affect adversely the viability of the unit at the apex level. We 
feel that under ideal conditions of marketing a period of 90 days may prove 
adequate but the marketing conditions in the country have not developed 
to such an extent as to ensure quick sales and societies may, very often, find 
it practically not possible to dispose of the stocks within 90 days. However, 
we are also not certain about how much time an apex weavers society may 
require for marketing activities under normal conditions. We, therefore, 
recommend that the Reserve Bank may undertake a detailed state-wise 
study of the apex weavers societies with a view to finding out the practicable 
ratio of working capital to sales turn over and revise the norms for fixing 
credit limits to the societies if found necessary as a result of such a study. 


5.23 The apex weavers societies are now permitted by the Reserve Bank 
to reckon their credit sales to government servants and rebate claims as 
cover for their borrowings subject only to certain restrictions as regards 
period of such claims. Thus the societies can reckon as cover the aggregate 
rebate claims certified for payment by the concerned authorities in the 
previous two months or the actual outstanding under all! such claims pre- 
ferred from time to time as at the end of the preceding month, whichever 
is less. Similarly only the aggregate claims presented to the Treasuries/ 
Government Departments for payment in the last two months in respect of 
credit sales of cloth to Government servants which are to be recovered from 
their monthly salaries or the actual outstanding under all such claims pre- 
ferred from time to time as at the end of the preceding month, whichever is 
less, are reckoned as cover for the borrowings of the society. 


5.24 We have noticed during our field visits that there are undue delays 
on the part of state govérnments in settling the rebate claims of the societies. 
It is only in the interests of the societies that the Reserve Bank has imposed 
certain restrictions to exert some pressure on the state governments in 
settling the claims of the societies early. However, the claims already certi- 
fied for payment by the Director of Handlooms or the other competent 
authority of the state government may have to be treated separately. If 
there is delay in payment of the amount, it is due to the fault of the state 
government for which the society may not be penalised. We feel that the 
society may be given some relaxation in this regard which need not be with- 
out reference to the period for which the claim has been pending for pay- 
ment. We feel that rebate claims certified for payment by the Director of 
Handlooms in the past 3 months may be accepted by the banks as cover 
for the borrowings of apex weavers societies. We recommend that the state 
co-operative banks may be permitted by the Reserve Bank to reckon as 
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cover the aggregate rebate claims certified for payment by the Director of 
Handlooms or the other competent authority of the state government in 
the past 3 months or the actual outstanding under all such claims preferred 
from time to time as at the end of the preceding month, whichever is less. 


5.25 Some of the state governments like Tamil Nadu are supplying hand- 
loom fabrics to government servants on credit basis through apex weavers 
societies under schemes drawn up for the purpose. The cost of such supplies 
is to be recovered from the monthly salaries of the employees in instalments. 
Presently only the aggregate of claims presented to the Treasuries/Govern- 
ment Departments in the past 2 months in respect of such sales are reckoned 
as cover for the borrowings of the societies. This restriction as to the period 
of the claims to 2 months appears to be not very much relevant now especi- 
ally since the Reserve Bank has recognised that sundry debtors/accounts 
receivable arising from credit sales of cloth to traders, merchants and other 
organisations and outstanding for periods not exceeding 3 months may 
also be reckoned as cover for borrowings. Dues arising from credit sale 
of cloth to government employees and recoverable from their salaries under 
schemes drawn up by the government for the purpose are more secure than 
the dues from the traders, merchants-etc. in respect of credit sales made to 
them. We recommend that the period of 2 months now prescribed for the 
claims to be reckoned as cover may be extended to 3 months. 


Release of reserve fund deposits of weavers societies 


5.26 There has been a complaint that many central co-operative banks in 
some states are not releasing the reserve fund deposits of the weavers socie- 
ties kept with them for being utilised in the business of the societies. There 
is no need for trading and production societies like weavers societies to 
invest their reserve fund outside the business. They can very well use the 
fund in their business. Many of the societies.do not have sufficient resources 
of their own to provide the nominal margin of 10 per cent prescribed for 
their borrowings under the normal credit limit sanctioned to them by the 
banks. It will be of great help to them in providing this margin if the fund 
is released to them by the banks. Further the interest paid by the banks on 
the reserve fund deposits of the societies is less than the interest charged on 
the advances to them. The societies are thus losing on this count also. It 
was precisely for this reason that the Reserve Bank had as early as in 1967 
allowed the banks to reckon the unencumbered reserve fund deposits of the 
societies with them and also their reserve fund investments in government 
and other trustee securities as margin money for the advances made to 
them. This was initially intended as a transitional arrangement only though 
this is now being continued indefinitely. A permanent solution to the problem 
is to allow the use of the fund to the societies. In pursuance of this policy 
the Reserve Bank had in their circular No. ACD. Plan (IFS) 795-HA. 10-74/5 
dated 17 September 1974 advised the Registrars of Co-overative Societies 
of all the states to take appropriate action, even by amending the Co-opera- 
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tive Societies Act if necessary, to allow the weavers societies to utilize their 
reserve fund in their business. In some states like Maharashtra and Gujarat, 
the Co-operative Societies Act does not prohibit the societies from utilizing 
their reserve fund in business. In some other states the Department has 
given such permission to the societies in pursuance of Reserve Bank’s advice. 
If in any state action has not been taken by the Department in the matter, 
we urge them to take early action without further delay. In Andhra Pradesh, 
where the Registrar has given necessary instructions to the banks to release 
the reserve fund deposits of the societies to them, the banks refuse to comply 
with the same. We recommend that the Registrar as well as the state co- 
operative bank must take early action to ensure that every central co-opera- 
tive bank complies with the instructions and releases the reserve fund depo- 
sits for the use of the societies immediately. 


Financial accommodation to handlooms producing polyester cloth 


5.27 Some of the handloom weavers societies in Tamil Nadu and Pondi- 
cherry have started using polyester fibres in weaving operations. According 
to the estimates made by the Government of Pondicherry, Co-optex, Madras 
and the All India Federation of Co-operative Spinning Mills, the working 
capital requirement of a handloom producing polyester cloth ranges bet- 
ween Rs 5000 and Rs 6600. The Reserve Bank has not fixed any scale of 
finance for the purpose. But it has to be admitted that the scale of finance 
applicable to cotton, silk and woollen handlooms will not be adequate to 
meet the requirements of handlooms using polyester fibres. The societies 
have already started submitting applications to the central co-operative 
banks for their working capital requirements. But on account of no clear 
instructions from the Reserve Bank as to the processing of these applica- 
tions, the central co-operative banks find it difficult to finance the societies. 
We, therefore, suggest that the Reserve Bank may as a special case fix the 
scale of finance at Rs 5000 per handloom using polyester fibre so that the 
central co-operative banks can start financing the societies without further 
delay. If need be, the position can be reviewed next year on the basis of 
specific studies taken up in this behalf. 


Weavers societies in North-Eastern States 


5.28 The weavers societies in the North-Eastern States of Assam, Megha- 
laya, Arunachal Pradesh, Mizoram, Nagaland, Tripura and Manipur have 
long been neglected by the co-operative and other banks. There are co- 
operative banks in all the above states except Mizoram. In Arunachal 
Pradesh the co-operative bank was organised only recently. There is vast 
scope for development of handloom weaving in these states. Some varieties 
of handloom cloth produced in these states like muga silk produced in 
Assam are famous throughout the country. However the banks in these 
states have not taken any interest in the promotion, development and 
financing of the weavers societies. In fact the scheme for handloom finance 
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has not been implemented in any of these states. The weavers societies are 
financed by the state governments and in some cases the societies themselves 
raised resources by way of deposits, borrowings etc. We are given to under- 
stand that the majority of the societies are weak units or dormant ones. In 
Assam out of 1531 weavers societies as on 30 November 1977 as many as 
845 were dormant. In Nagaland out of 15 societies only 3 were active. In 
Tripura out of 72 societies 43 were dormant. In Manipur out of 382 societies 
170 were dormant and in Mizoram out of 9 societies 6 were dormant. The 
cooperative coverage of handlooms in these states was very low and ranged 
between 0.2 per cent in Nagaland and 6.5 per cent in Manipur. The state 
governments must take early action for the reorganization/rehabilitation of 
these societies on a viable basis so that the societies become eligible for 
finance from the banks. The banks must also widen their developmental 
and promotional roles and help the growth of the weavers societies in their 
region. The banks, if they so desire, can approach the Reserve Bank for 
refinancing facilities for the financing of weavers societies. The implementa- 
tion of this programme needs special emphasis on a priority basis and 
urgent action from the Government of India as well. 


Production of Janata Cloth 


5.29 The Government of India has set certain targets to the handloom 
co-operatives for production of Janata varieties of cloth. These varieties of 
cloth are cheaper and are meant for consumers belonging to the weaker 
section of the community. The societies must make earnest efforts to achieve 
the targets set for them. The working capital requirements necessary for 
the production of Janata varieties of cloth can be included by the societies 
in their normal credit limit applications submitted to the central co-operative 
banks along with details of their production programme. The limits sanc- 
tioned by the banks for the purpose are eligible for reimbursement from 
the Reserve Bank. 


Export of handloom cloth 


5.30 Of late, some of the apex weavers societies/primary weavers societies 
particularly Co-optex, Madras, have entered the export market. These socie- 
ties naturally would require credit facilities for the purpose. We make the 
following recommendations in this regard to encourage export trade by 
these societies. 


(i) The Reserve Bank may take into account the need for export market- 
ing credit while sanctioning credit limits to the societies. For this 
purpose the societies will have to indicate their programme for 
exports in their credit limit applications. 


(ii) The value of cloth exported but not paid for by the buyers for a 
period up to 3 months may be allowed to be reckoned as cover for 
the borrowings of the societies from the banks. 
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(iii) Investment of funds in production of special varieties of cloth for 
export either on own account or through the primary societies 
should be treated as proper use of the limits sanctioned to the 
societies. 


(iv) In the case of primary weavers societies which have secured export 
orders, the Reserve Bank may consider sanctioning higher limits 
on their behalf if, after a study of the economics of production of 
the varieties of cloth involved. a higher quantum of cloth involved, 
a higher quantum of loan is found to be necessary to carry out the 
export orders. 


Purchase/Renovation/Modernisation of looms 


5.31 As more and more handloom weavers are brought within the co- 
operative fold it may become necessary to assist the weavers and the socie- 
ties in purchasing new looms. Further, for implementing new techniques 
of production it may be necessary to undertake renovation/modernisation 
of the looms. All these purposes require medium-term loans with high 
element of subsidy as the repaying capacity of the handloom weavers is 
very much limited. We feel that-it is the responsibility of the state govern- 
ments to assist the weavers and the societies for these purposes. We, there- 
fore, recommend that the state governments may make adequate budgetary 
provisions in their annual plan schemes for assisting the weavers/societies 
in the purchase/renovation/modernisation of looms. The Government of 
India should support the state governments in this programme. 


38 


CHAPTER VI 
- CO-ORDINATION 


6.1 The promotion and development of handloom co-operatives is very 
much dependent on the co-ordinated efforts made in that direction by 
several agencies involved in the formulation and implementation of the 
various handloom development programmes. In many states the handlooms 
sector, both within and outside co-operative fold is under the administrative 
jurisdiction of the Director of Handlooms or the Director of Industries and 
Commerce. In other states they are directly under the charge of the Registrar 
of Co-operative Societies. Financing. of handlooms in the co-operative 
sector is done by the co-operative banks and those outside the co-operative 
sector by the commercial banks. For the smooth flow of credit to the hand- 
loom sector it is essential that there should be effective co-ordination among 
all these agencies. If co-operation of any one agency is not coming forth 
spontaneously, the interests of the sector will suffer accordingly. 


6.2 The Reserve Bank had suggested the formation of state Level Co- 
ordination Committees for ensuring close co-ordination of all these agencies, 
There has been a complaint that in some states the Co-operation Depart- 
ment is not paying much attention to the development of handloom co- 
operatives. This is not a happy situation. The organisation of new societies 
and the reorganisation of the existing societies are clearly the responsibili- 
ties of the Co-operation Department or the Department of Handlooms or > 
Industries of the State Governments. The banks can start financing the 
societies only when they are organised or reorganised on a viable basis. 
However, the assistance of the banks is necessary for implementing these 
programmes of organisation or reorganisation of the societies on a viable 
basis. In fact, the banks must be involved-in the process. Otherwise, there 
may arise situations when the societies registered by the Department cannot 
be financed by the banks. For example, in 1977 many new societies were 
reported to have been organised in some districts of Andhra Pradesh. These 
newly organised societies were within the area of operations of other socie- 
ties which were working satisfactorily and hence the working of these new 
societies will certainly affect the viability of the existing societies. The banks 
were, therefore, reluctant to finance these new societies. If these things 
continue, both the societies may ultimately become non-viable units. Such 
situations can very well be avoided if the concerned central co-operative 
bank is actively associated in the organisation of new societies. 


6.3 The Study Group feels that the presence of some non-officials on the 
State Level Committees may in many cases help the committee in their work. 
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We are given to understand that in Tamil Nadu all the major problems are 
discussed in the committee meetings and solutions found. In fact there are 
no major problems in the state to be sorted out in this sector. In one of 
our meetings, the representatives of Andhra Pradesh expressed the view 
that the state Level Committee could do much useful work if they could 
have the services of non-officials also. We would welcome such a move. 
leaving it to the State Government the manner and extent of association of 
non-officials with such committees. 


6.4 A few other instances of lack of co-ordination have been noticed by 
us in Kerala. The Apex Weavers Society in the State has introduced a scheme 
for sale of cloth on credit basis to Government servants on an understand- 
ing reached between the government and the society. The dues in respect 
of such credit sales are deducted from the salary of the employees. It is the 
experience of the society that the authorities recovering the instalments due 
under the credit sale of cloth are not remitting the recoveries made by them 
promptly to the society. To this extent the funds of the society are locked 
up which it could have utilised either in reducing its borrowings from the 
bank or for other purposes. 


6.5 In Kerala the weavers societies are controlled by the Director of In- 
dustries and Commerce. The credit limit applications of the societies are 
first scrutinized by the officials of the Department and then passed on to 
central co-operative banks for their recommendations. It is said that in the 
matter of assessment of credit requirements of the societies there has been 
some misunderstanding in the interpretations of the standing instruc- 
tions of the Reserve Bank. Admittedly this is not a case of lack of co-ordi- 
nation but only lack of knowledge of the Reserve Bank Scheme for Hand- 
loom Finance. The Director of Industries and Commerce can very well 
offer guidance to the concerned officials in the matter. 


6.6 A peculiar position is obtaining in Bihar. Here the handloom co-ope- 
ratives are under the control of the Registrar of Co-operative Societies 
while handloom sector outside the co-operative fold is under the control of 
the Director of Handlooms. In Bihar it is the Director of Handlooms who 
formulates and implements the handloom development programmes. He 
has no control over the handloom co-operatives. This has inter alia resulted 
in the neglect of the weavers societies. Further, the credit limit applications 
of the banks are to be routed to the Reserve Bank by the Registrar of Co- 
operative Societies and not by the Director of Handlooms. This has created 
an anomalous situation in that the Director of Handlooms who is respon- 
sible for implementation of handloom development programmes has no 
voice in the assessment of the credit requirements of the weavers societies. 
In Tripura a system of dual control is prevalent. In technical and financial 
matters the weavers societies are under the control of Department of In- 
dustries while in respect of legal and administrative matters they are under 
the control of Co-operation Department. In Manipur also the situation is 


60. 


similar. Here a scheme for rehabilitation of 97 societies and expansion of 
co-operative coverage has not yet been finalised for want of views of Co- 
operation Department as organisation, registration, revitalisation, audit, 
liquidation etc. are looked after by this Department. Such anomalies will 
create a situation when no concerted efforts will be made by any agency 
for the development of handloom co-operatives. The Reserve Bank has 
agreed to accept the credit limit applications of the banks if they are routed 
through the Director of Handlooms of the State instead of through the 
Registrar of Co-operative Societies in states where the former is ex-officio 
Registrar of Handloom Co-operatives. This will also avoid delay in the 
compilation and forwarding of the credit limit applications. It is not known 
why some state governments are hesitant to implement the above suggestion. 
There should not be dual control over the handloom sector segregated into 
co-operative sector and others. The Department which is responsible for 
the formulation and implementation of handloom development program- 
mes must be in charge of handloom co-operatives. This Department must 
be responsible for registration of the societies and in planning their credit 
requirements as is obtaining in Tamil Nadu. The credit limit application of 
the banks may also be forwarded to the Reserve Bank by the same Depart- 
ment. This will avoid any friction that: is likely to arise between the Depart- 
ments and which if allowed to persist will be to the detriment of the hand- 
loom co-operative movement. 


6.7. The supervision over industrial co-operatives including weavers socie- 
ties is the responsibility of the state governments. Banks in many states do 
not have special staff for supervision over weavers societies. Even if the 
banks do have such supervisors exclusively for weavers societies as in Tamil 
Nadu, they supervise only the borrowing societies. Their supervision is also 
limited to the management and financial position of the societies and does 
not extend to operations in the field which is essential to ensure the loyalty 
of members to the society. 


6.8 The growth and development of the societies is looked after by the 
departmental staff. The pattern of staff required for the purpose was sugges- 
ted by the Government of India as early as in 1956. The suggested pattern 
was as under: 


One Junior Supervisor for every 10 societies. 

One Senior Supervisor for every 3 Junior Supervisors. 
Two Designers for each Deputy Registrar’s Circle 
Two inspectors for apex bank 

Two inspectors for each central co-operative bank 


One Auditor for every 45 societies. 


The situation existing in 1956 has completely changed now. The weavers 
societies are now handling new business worth crores of rupees. The require- 
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ments for a larger number of staff for supervision work are badly felt now. 
But many of the state governments do not have adequate staff even accord- 
ing to the pattern suggested long ago. For instance in Bihar, the weavers 
societies are supervised by one departmental inspector and two supervisors 
attached to each circle Assistant Registrar. There are many Assistant Regis- 
trars’ circles where there are more than 100 weavers societies. In Uttar 
Pradesh also the staff appointed for supervision of weavers societies is found 
to be inadequate. In these states the central co-operative banks do not have 
separate staff for supervising weavers societies. No financing institution 
will naturally be interested in providing finance unless they are assured that 
the finance provided by them will be made proper use of by the ultimate 
borrowers. Supervision over weavers societies is thus important and to 
create confidence in the creditors i.e. financing banks, the state governments 
must appoint adequate staff for supervising the societies. 


6.9 Another responsibility of the Department is to ensure that the socie- 
ties produce only what will sell in the market. There is no point in producing 
cloth which does not have a market. Many societies are facing accumulation 
of stocks not because of any slump in the market, but because they are 
producing cloth which cannot be sold-easily or early. It is for helping the 
societies in this regard that the Government of India had suggested in 1956 
the appointment of Designers in Deputy Assistant Registrar’s circle. We 
have noticed that the Tamil Nadu State Handloom Weavers Society has 
appointed technical staff to assist the primary weavers societies in new 
production techniques. We suggest that all apex weavers societies may 
appoint such technical staff in helping the primary weavers societies. For 
appointing these technical staff they may be granted financial assistance for 
the purpose by the State Governments. 


6.10 The societies as well as the Co-operation/Industries Department 
have a complaint that the central co-operative banks are not giving due 
recognition to the interests of the weavers societies. We are given to under- 
stand that in states like West Bengal the Co-operation Departments have 
found it difficult to motivate the central co-operative banks in undertaking 
the financing of weavers societies. They feel that much of the difficulties in 
this regard can be overcome if the weavers societies are given representa- 
tion on the board of management of the central co-operative banks. This 
is not at all a new suggestion. This was first made as early as in 1961 at a 
meeting of the representatives of central/industrial co-operative banks, 
apex weavers societies in the Pilot areas and the concerned Registrars of 
Co-operative Societies held in June 1961 at Bangalore. The meeting recom- 
mended that every central co-operative bank should provide one seat on 
its board of management for a representative of weavers societies who 
should be made a member of the industrial sub-committee constituted by 
the bank. These recommendations were communicated by the Reserve 
Bank to all the State Governments for necessary action. We understand 
that this has not been implemented in many states. However, there are also 
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states where the suggestion has been implemented. In Bihar, although the 
weavers societies are weak, they are represented on the board of directors 
of the banks. We feel that such representation of the societies is necessary 
even for reorganisation or rehabilitation of the societies. We also feel that 
all types of societies in the district should be given representation on the 
managements of the central financing agencies as they are in fact federal 
organisations of all the co-operative institutions in the districts. We, there- 
fore, suggest that in areas where there is concentration of weavers societies, 
the concerned central co-operative banks should give representation to 
these societies, even by amending their by-laws. The apex/regional weavers 
societies must also be represented on the board of management of the State 
Co-operative banks. 
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CHAPTER VII 


OTHER RELATED MATTERS 


7.1 From what has been stated in the previous chapters, it may be seen 
that a major hurdle in the free flow of credit to the handloom co-operatives 
is the inherent weakness of the weavers societies themselves. The banks are 
reluctant to finance the societies unless they are viable units. The Reserve 
Bank’s Working Group on Industrial Financing through Co-operative 
Banks (1968) and the High Powered Study Team on the Problems of Hand- 
loom Industry (1974) had laid great stress on the reorganisation of the 
societies into viable units. But no specific norms for viability of the societies 
had been laid down by them. However, the Working Group had enunciated 
certain general principles for identification of viable industrial societies. 
According to these principles a weavers society may be considered as viable 
if it is in a position to meet operational expenses connected with having an 
office and payment of salary to the secretary or manager and the other staff 
required for performing the necessary services and also leave sufficient net 
profits to enable the society to declare a reasonable rate of dividend on its 
shares after making appropriations towards reserve fund and other funds. 
The fixation of norms for viability of weavers societies, thus involves deter- 
mination of minimum level of production and sales which at a reasonable 
margin of profit would enable the societies to function as a viable unit. The 
margin of profit retained by the societies varies from state to state and even 
from district to district. Further it also varies from season to season. In 
some cases the margin retained by the societies is also dependent on whether 
the purchaser is the apex weavers society or a private trader. We have, 
therefore, assumed the average margin of profit of the societies at 6 per cent. 
The economics of a viable weavers society retaining 6 per cent margin of 
profit has been worked out by us.in,Statement No. 5. It may be seen there- 
from, that if a society on an average retains 6 per cent margin of profit it 
should have a sales turnover of Rs 3.50 lakhs to function as a viable unit 
and at least 92 active looms (100 in round figures) working throughout the 
year to produce the cloth needed for that level of sales turnover. If the 
margin of profit retained is higher then the sales turnover required will be 
less and the number of active looms required also will be less. 


7.2 Jt may also be mentioned that the viability of a society is also dependent 
on the type of cloth produced by it. If a society is producing cloth for which 
there is a great demand, there will be quicker sales turnover and the number 
of looms producing cloth for the society may be less than that of a society 
producing cloth of a not so popular variety. The number of looms required 
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by a society also depends on per loom production. If the per loom produc- 
tion is higher than average production, the number of looms required will 
be less. Because viability of a society depends on so many factors which 
vary from district to district and from state to state, it may not be possible 
for us to lay down norms for viability which can be applicable in all cases. 
Perhaps the above factors might have also weighed with the conference of 
Registrars of Co-operative Societies held on 16 and 17 November 1977 
when they recommended. 


“To bring about qualitative improvement in the working of these co- 
operatives viability norms will have to be evolved and introduced. To for- 
mulate criteria of viability in different settings, a study group may be consti- 
tuted by the Ministry of Industry in collaboration with the National Co- 
oprative Development Corporation.” 


The above recommendation was endorsed by the conference of State 
Ministers of Co-operation held on 17 December 1977. 


7.3 However, we feel that for the purpose of organisation of new societies 
or reorganisation of existing societies on a viable basis, certain norms of 
viability may have to be laid down even)at-the state level by the state level 
committees who are familiar with the conditions obtaining in their states. 
They may usefully adopt the broad guidelines indicated by us in para 7.1. 
Unless this is done there may arise chances for misutilisation of the various 
facilities provided by the central and state governments. As a general norm 
we would say that a weavers society should have at least 100 looms work- 
ing actively throughout the year and have a minimum sales turnover of 
Rs 3.50 lakhs, 


Arrangements for marketing 


7.4 The development of the handloom industry is very much dependent 
on the marketability of the handloom products. These must be easily ac- 
ceptable to the consumers. The industry must be take care to produce only 
those varieties of cloth which can have a ready and easy market. So far as 
the private sector is concerned, they are making their own arrangements 
for marketing. As regards co-operative sector, the marketing arrangements 
are not very effective to the extent that they should be. There is a tendency 
among the consumers to wait till the rebate period to make their purchases. 
This situation must change. It has to be ensured that handloom products 
have a market uniformly throughout the year. Handlooms in the co-opera- 
tive sector cannot expect to occupy a sheltered position for ever with sub- 
sidies, rebates etc. They have to follow an aggressive marketing policy and 
compete with the organised sector. For this purpose the weavers co-opera- 
tives must adopt new techniques of production so as to ensure that what 
is being produced is acceptable to the consumers. Coupled with this they 
should also adopt cost reduction programmes so as to ensure that what is 
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being produced is within the reach of middle class and poor class people 
since they form the bulk of the consumers of handloom products. In these 
two matters the Government of India in the Department of Textiles can 
offer much assistance to the handloom sector in general and to the weavers 
co-operatives in particular. 


Cost reduction programmes 


7.5 The first step necessary to make any cost reduction programmes affec- 
tive is to ensure adequate supply of yarn of the required quality and count 
at reasonably cheap rates to the weavers societies. This wil] require that the 
price of yarn has to be directly linked with the price of cotton. The weavers 
co-operative and the spinning mills do not have any control over cotton 
prices. The prices of cotton are dependent on various factors and are decided 
as a matter of state policy. However, if some preference is shown by Govern- 
ment of India in allotting cotton bales to the co-operative spinning mills, 
the supply of yarn to weavers co-operatives may improve since these mills 
are required to supply yarn to the weavers co-operatives on priority basis. 
This was the view expressed in a meeting of the Sub-Group of the Main 
Working Group on Textiles for Handloom and Powerloom Industries held 
in Bombay on 19 January 1978: We suggest that Government may consider 
the feasibility of the above suggestion. 


Medium-term loans to handloom weavers 


7.6 It has also been suggested to us by some members that if more con- 
sumers type of spinning mills are organised in the co-operative sector, the 
problem of supply of yarn to the handloom weavers co-operatives will be 
solved. The project cost of organising an economically feasible spinning 
mill of 25,000 spindles has considerably gone up during recent years and 
the handloom weavers and the handloom weavers societies with their meagre 
owned resources are incapable of investing in the share capital of such a 
spinning mill to be organised to the required extent in keeping with the debt- 
equity ratio accepted unless they are financially assisted by other agencies. 
In this context there has been a demand that the Reserve Bank may provide 
medium-term loans through co-operative channel to the handloom weavers 
and handloom weavers societies for acquisition of shares in consumers 
type of spinning mills. At present the Reserve Bank provides such facilities 
only to powerloom owners and powerloom societies under Section 46A(2) 
(b) of the Act, details of which are given in para 12 of Chapter V. The above 
facility was not extended to handloom weavers as they were found to be 
having no repaying capacity to repay the annual instalments of any medium- 
term loans that might be granted to them for purchase of shares in the spin- 
ning mills. A suggestion was, therefore, made that if the handloom weavers 
do not have adequate repaying capacity to repay a mediumterm loan of 
five years, the State Governments may assist them by providing subsidy to 
the extent of the shortfall in their repaying capacity. The Reserve Bank was, 
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therefore, requested to reconsider the earlier decision and explore the possi- 
bilities for providing through co-operative channel medium-term loans to 
handloom weavers for acquisition of shares in consumers type of spinning 
mills. 


7.7 On the suggestion of the Study Group the Reserve Bank conducted 
a study covering about 640 weaver members of 65 societies in 13 districts of 
7 states. The results of the study are given separately in Annexure ITI. It may 
be seen therefrom that 78 per cent of the weavers contacted had no desire 
to take shares in the spinning mills and 65 per cent of the weavers had no 
savings at all. They were thus not in a position to meet the initial payment 
required from them for purchase of shares and also to repay the annual 
instalments of any loans granted to them for the purpose. The Study Group, 
therefore, feels that the proposition of granting medium-term loans to 
handloom weavers for purchase of shares in spinning mills by the Reserve 
Bank is feasible only if the state governments/central government are pre- 
pared to provide substantial subsidy to the weavers for the purpose at least 
to the extent of 334 per cent to 50 per cent of the value of the share. We 
also recommend that the Reserve Bank may consider the feasibility of ex- 
tending such facilities to handloom-weavers societies for acquiring shares 
in co-operative spinning mills for handloom weavers/handloom weavers 
societies provided the state governments are agreeable to grant subsidies to 
the societies as suggested in the case of handloom weavers, 


Working capital assistance to co-operative spinning mills 


7.8 The co-operative spinning mills in the country are now getting the 
finance for their working capital requirements from the co-operative banks 
or commercial banks in the normal way. The banks are charging high rate 
of interest on their advances to the mills. Even according to the directive 
of the Reserve Bank the banks are required to charge interest at not less 
than 14 per cent per annum on their advances to the mills. At the meeting of 
the Sub-Group of the Main Working Group on Textiles for Handloom 
and Powerloom Industries held in Bombay on 19 January 1978 it was pointed 
out that one of the main difficulties the co-operative spinning mills have 
to face is the high interest burden on their borrowings from banks. A sug- 
gestion was, therefore, made that the Reserve Bank may treat the co-ope- 
rative spinning mills on per with the primary weavers societies and provide 
refinance facilities on their behalf at concessional rates. A similar suggestion 
was also made to us in our discussions held at Hyderabad and Madras. 
Our comments on these suggestions are given below. 


7.9 We feel that the above suggestion is stretching a bit too far the role of 
the Reserve Bank vis-a-vis the weavers co-operatives. The Reserve Bank 
provides concessional finance through the co-operative channel for financ- 
ing the production and marketing activities of weavers societies under 
section 17(2)(bb) of the Reserve Bank of India Act, 1934. Under this section 
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the Bank is empowered to provide such refinance facilities for the purpose 
of financing the production and marketing activities of cottage and small 
scale industries approved by the Bank. Besides, the handloom and power- 
loom weaving, the Bank has recognised 22 broad groups of cottage and 
small scale industries as eligible purposes for refinancing facilities. The co- 
operative spinning mills cannot be recognised as a cottage or small scale 
industry. It is a large scale industry just as co-operative sugar mills. The 
sugar mills are now provided refinancing facilities by the Bank not at any 
concessional rate of interest but at 3 per cent above the Bank Rate. We, 
therefore, feel that there is no case for any concessional finance from the 
banks to the co-operative spinning mills. 


7.10 However, we feel that there is a case for opening a line of credit 
by the Reserve Bank to the co-operative spinning mills for meeting their 
working capital requirements. At present such facilities are provided by the 
Reserve Bank for co-operative sugar mills against pledge/hypothecation of 
stocks of sugar under section 17(4)(c) of the Reserve Bank of India Act. 
The section reads 


17 The Bank shall be authorised to carry on and transact the several 
kinds of business hereinafter specified namely :— 

(4) the making to local authorities, scheduled banks, state co-operative 
banks and State Financial Corporations established under the State 
Financial Corporations Act, 1951 of Joans and advances repayable 
on demand or on expiry of fixed periods not exceeding ninety days 
against the security of 

(c) such bills of exchange and promissory notes as are eligible for pur- 
chase or rediscounting by the Bank or as are fully guaranteed as to 
the repayment of the principal and payment of interest by a State 
Government. 


It appears to us that the Section does not prohibit the Bank from offering 
to the co-operative spinning mills such facilities as are offered to co-operative 
sugar factories. Since the interest charged by the Bank are related to the 
Bank Rate, the ultimate lending rate to the mills may not be unduly high. 
We, therefore, recommend that the Reserve Bank may consider the need 
for opening a line of credit on behalf of co-operative spinning mills for hand- 
loom weavers/handloom weavers societies as in the case of co-operative 
sugar mills for meeting their working capital requirements against the 
security of pledge or hypotehcation of stocks of yarn. If the above recom- 
mendation is accepted Government of India may grant interest subsidy to 
the spinning mills in the cooperative sector so that the interest burden on 
the mills will be further reduced. 


Pre-weaving and post-weaving operations 


7.11 Some weavers societies in Andhra Pradesh and Tamil Nadu are run- 
ning units for pre-weaving and post weaving processing operations like 
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dyeing, calendering, sizing, bleaching etc mostly for the benefit of weavers 
societies. These societies want that the working capital required by them 
for running these units must be provided by the banks at concessional rates 
of interest as in the case of cottage and small scale industries. 


7.12 We understand that the pre-weaving and post weaving processing 
operations done by the societies are covered under the 22 broad groups of 
cottage and small scale industries approved by the Reserve Bank as eligible 
purposes for concessional finance. We, therefore, recommend that the 
Reserve Bank may provide refinance facilities at concessional rates on behalf 
of weavers societies for running their units for pre-weaving and post weav- 
ing processing operations if such units satisfy the criteria of small scale 
industries. If they do not satisfy the criteria of small scale industries they 
should be treated on par with cooperative spinning mills. 


Consumption loans 


7.13 The primary agricultural credit societies are now enabled to borrow 
from the central cooperative banks for financing the consumption require- 
ments of the small and marginal.farmers and agricultural labourers who 
are the members of the societies: The advances made by the banks to the 
societies for such purposes ate'reckoned by the Reserve Bank as a legitimate 
charge on the owned funds of the banks. 


7.14 Such facilities are not now extended to the weavers societies. Not 
many weavers societies have built up resources by way of thrift deposits from 
their members which can be utilized by the societies in granting consump- 
tion loans. The members of the weavers societies are also very poor people, 
perhaps poorer than the small and marginal farmers. Many of the weavers 
are still loyal to the master weavers only because the master weavers help 
them by giving consumption credit liberally where as the societies do no 
such help. There is every need to help the weavers societies in the granting 
of consumption loans to their members such as for general consumption, 
medical expenses, educational needs, marriage ceremonies, funerals, births 
and certain religious ceremonies. A ceiling may be fixed on each item of 
consumption expenditure enumerated above and the total amount of loan 
given to the weaver in this behalf should fall within his repaying capacity. 
The loan amount may be deducted from his wages in suitable instalments. 
We, therefore, suggest that the Reserve Bank may allow the central coope- 
rative banks to finance the weavers societies for granting consumption credit 
to their members and such advances granted by the banks to the weavers 
societies may be reckoned as legitimate charge on the owned funds of the 
banks. 
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SUMMARY OF RECOMMENDATIONS 


1, There is a conspicuous imbalance in the impact of the Scheme of 
Handloom Finance in different states. The reasons for the poor progress of 
the scheme in many states are mainly relatable to the weak structure of the 
weavers co-operatives arising from factors such as lack of co-ordination 
between Industries Department and the Co-operation Department, the 
absence of serious efforts to revive the weak or dormant societies and the lack 
of sufficient promotional interest taken by the financing banks. The structure 
of the weavers co-operatives at primary and also apex levels in many states is 
characterised by dormant and weak societies and is not capable of absorbing 
the refinance facilities provided by the Reserve Bank under the scheme. Many 
of the societies still do not conform to the pattern of working recognised by 
the Reserve Bank. They are not organised on production-cum-sale pattern. 
As on 30 June 1976 the number of dormant societies in 16 states/Union 
Territories was more than 1/3 of the total number of societies and in states 
like Bihar, Himachal Pradesh, Karnataka, Punjab, Rajasthan, Tripura and 
Uttar Pradesh the number of dormant societies was between 45 per cent and 
94 per cent of the total number of societies. Further, in states like Himachal 
Pradesh, Rajasthan and Tripura the membership of dormant societies was 
more than that-of active societies and in statesilike Karnataka, Orissa, Uttar 
Pradesh and West Bengal the membership of dormant societies was very 
large. We, therefore, recommend that the Co-operation and Industries/ 
Handlooms Department of the state governments should draw up a time 
bound programme for the rehabilitation of weavers societies and also their 
reorganization where necessary so that at the end of the Sixth Plan period 
there will be only viable societies which are capable of absorbing the refinance 
facilities provided by the Reserve Bank under the Scheme for Handloom 
Finance. The state governments may avail themselves of the central scheme 
for share capital assistance for reviatlisation/reorganisation of weavers so- 
cieties with a view to increasing the cooperative coverage of handlooms and 
and handloom weavers. (Para 3.7) 


2. There is a central sector scheme under which assistance is granted to weak 
central cooperative banks to write off the bad debts of the members of pri- 
mary agricultural credit societies. A similar scheme may be formulated for 
weak weavers societies also to enable them to write off their bad assets under 
certain circumstances and thus become eligible for finance from the banks. 
Provision may also be made for managerial assistance to these societies. 
(Para 3.8) 


3. The staff available for supervision over weavers societies, by and large, 
is quite inadequate. The norms for supervision over these societies have been 
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laid down by Government of India in 1956. These norms provided that for 
every 10 societies there should be one supervisor and for every 3 supervisors 
there should be one inspector to supervise their work. We recommend that 
the state governments should appoint adequate staff for close supervision 
over the weavers societies. The staff must be attached to the Department 
which is responsible for formulating and implementing the programmes for 
handloom development. They must also work in close coordination with 
the supervisors/inspectors of the banks financing the weavers societies. 
(Para 3.9) 


4. Under the Sixth Plan it is envisaged that the co-operative coverage of 
handlooms must be raised to 60 per cent of the total number of handlooms 
in the country. The credit support for this programme cannot be achieved 
unless the coverage is in respect of active looms. We, therefore, strongly 
recommend that the state governments should make efforts to bring more 
number of active looms within the cooperative fold. (Para 3.10) 


5. Many of the banks in states like Rajasthan, Uttar Pradesh, Bihar, West 
Bengal, Punjab, Haryana and Assam have yet to start getting used to pro- 
viding finance to weavers societies and handling the Scheme for Handloom 
Finance. We recommend that state cooperative banks and the Cooperative 
Department must pay special attention to familiarising the central banks with 
the Scheme for Handloom Finance. The banks should be in a position to 
suitably guide, advise and instruct the weavers and the societies about the 
procedure, disciplines to be observed etc. in the implementation of the 
scheme. We further suggest that the) Reserve Bank/State Governments may 
organise suitable training courses for the officers of the concerned depart- 
ments of the state governments and cooperative banks on the financing of 
weavers co-operatives under the scheme. (Para 3.11) 


6. Some of the central banks are not taking due interest in the financing of 
weavers societies. This passive attitude of the banks to the problems of the 
weavers Societies is, in our view, unjustified. Handloom industry is a priority 
sector. The new Industrial Policy of the Government of India laid before 
Parliament on 23 December 1977 by the Minister of Industry has emphasized 
the need for assistance to this industry on a priority basis. We, therefore, 
recommend that the state cooperative banks should in their own interest 
and in the context of national policy, involve themselves to a substantial 
extent in the financing of apex weavers societies. They should treat the funds 
provided by the Reserve Bank as supplementary only. The central co- 
operative banks may also step up their advances to the eligible weavers 
societies as they are assured of full refinance from the Reserve Bank. 
(Para 3.13) : 


7, There have been inordinate delays in the settlement of interest subsidy 
claims of the banks and the rebate claims of the weavers societies by the state 
government. We, therefore, recommend that the state governments should 
make adequate budgetary provisions for the annual plan schemes which 
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must be reasonably sufficient to meet the interest subsidy and rebate claims 
on the governments and the amounts must be paid within say, 3 months of 
the date of the claims. Higher provisions for interest subsidy will have to 
be provided in the annual state plans in the coming years in view of the flow 
of larger volume of credit. (Para 3.14) 


8. In some cases there has also been delay on the part of the state govern- 
ments/Central Government in the case of Union Territories in executing the 
guarantee deeds for the credit limits sanctioned by the Reserve Bank under 
section 17(2)(bb) read with section 17(4)(c) of the Reserve Bank of India Act, 
1934 for financing of weavers societies. We, therefore, recommend that the 
governments should execute a single continuing guarantee for a period of 
3 years at a time for the advances proposed to be availed of by the state co- 
operative banks from the Reserve Bank for the financing of weavers societies 
as well as for financing of the 22 broad groups of cottage and small scale 
industries for which also refinance is available from the Bank. (Para 3.15) 


9. The central cooperative banks can make advances in an increasing 
measure only to weavers societies which are viable units and having their own 
paid staff. Societies not having paid secretaries are common in many parts of 
the country. Unless the societies have their. own paid secretaries, it will not be 
possible for them to expand and manage their business effectively. We suggest 
that Government of India may formulate a scheme for giving financial assist- 
ance to the societies for appointment of staff. The state governments may 
avail themselves of such assistance from Central Government and in turn 
assist the societies in the appointment of staff. The state governments may 
also consider granting the societies some managerial subsidies for the pur- 
pose from their own annual plan provisions. (Para 3.17) 


10. We recommend further that the societies must advance yarn to the 
weavers to the extent required for the economic working of the warp against 
one or two sureties only. They should also make advance payment of wages 
to the weavers at least to the extent of 25 per cent of the value of the total 
number of knots of yarn issued to them. (Para 3.18) 


11. Though the advances made by the banks to the weavers societies for 
their production and marketing purposes have increased in absolute terms, 
the proportion of such advances to the total advances made by the banks has 
been more or less static during the last three years. This is not at all a satis- 
factory position. We recommend that the state and central cooperative banks 
should give high priority to the financing of weavers societies. They should 
involve themselves in an increasing measure in the financing of these societies 
as in the case of financing of small farmers. (Para 4.2) 


12. The reorganisation of existing societies on a viable basis and the organi- 
sation and promotion of new viable societies are the responsibility of the 
concerned departments of the state governments. In these programmes of 
the-state governments the state and central cooperative banks have a vital 
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role to play and governments will have to heavily rely on their assistance. It 
will, therefore, be necessary for the banks to widen their developmental and 
promotional role and actively assist the state governments in their develop- 
mental programmes. (Para 4.3) 


13. The Working Group on Industrial Financing through Cooperative 
Banks had recommended (1968) the setting up of a separate industrial section 
by every state cooperative bank and the bigger among the central coopera- 
tive banks. This section is to be guided on policy and allied matters by 
technical groups set up for the purpose. But many banks have not imple- 
mented these recommendations on the ground that since their business with 
the industrial cooperatives is not much, the setting up of an industrial section 
and technical group may not be a remunerative proposition. We suggest that 
the banks must take a long term view of the matter as they can expect ade- 
quate business with the industrial societies when once the existing societies 
are reorganised on a viable basis and new viable societies are also set up. 
(Para 4.4) 


14, The state and central cooperative banks will have to enlarge their finan- 
cial and developmental roles in support of the Government of India’s 
programmes to raise the cooperative coverage of handlooms to 60 per cent 
during the next five years. In,this context we suggest that every central co- 
operative bank in whose area of operations there are 5000 or more looms, 
active and dormant, must create a separate cell in the bank exclusively to 
attend to the work of developing and financing weavers cooperatives. This 
cell must take the initiative in bringing more number of looms within the 
cooperative fold, in explaining to the societies the formalities to be gone 
through for availing of loans and assist in the financing of the societies in 
accordance with the prescribed norms and in promptly attending to the 
grievances of the societies. This cell must also be responsible for collection of 
data relating to weavers societies and furnishing the same to the Director of 
Handlooms/Industries/Registrar and the Reserve Bank. (Para 4.5) 


15. We also suggest that in states where there are 30000 looms or more the 
state cooperative banks should form a separate cell exclusively for attending 
to the promotion, development and financing of weavers societies and co- 
ordinating the activities of central co-operative banks vis-a-vis weavers 
societies. (Para 4.6) 


16. In the case of weavers societies whose members are all poor, the co- 
operative banks should provide at least the same facilities which they get 
from the higher financing agencies if not more. Many banks charge high 
rate of interest on loans made to weavers societies from their own resources. 
This is not correct. Even if they do not seek refinancing facilities from the 
Reserve Bank they should charge only the same rate at which they can get 
refinance from the Bank if they so desire and claim subsidy from the govern- 
ment. We suggest that all the banks should follow this procedure and if any 
bank charges a higher rate of interest from the societies, the concerned 
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department of the state governments should take appropriate action in the 
matter. (Para 4.10) 


17. The relaxations granted to the weavers societies by the Reserve Bank 
with a view to aiding in their growth like lower margin for borrowings, share 
linking to borrowings at 1:40 etc. should not be diluted by the cooperative 
banks to the detriment of the societies. Para 4.11) 


18. The Reserve Bank has fixed a margin of 25 per cent for additional limits 
to be sanctioned to primary weavers societies as against 10 per cent in the 
case of normal limits. The two different rates of margins appear to us not 
justified. We, therefore, recommend that the Reserve Bank may prescribe a 
uniform margin of 10 per cent only for the advances made by the banks to the 
primary weavers societies both under the normal and additional credit limits. 
(Para 4.12) | 


19. We recommend that the additional limits sanctioned to the primary 
weavers societies by the central banks having satisfactory arrangements for 
supervision over the societies and their stocks must be reimbursed by the 
Reserve Bank if the banks submit their supplementary credit limit appli- 
cations and the societies which are financed by the banks are viable/poten- 
tially viable and have appointed full time paid.secretaries. (Para 4.13) 


20. If the owned resources of the central cooperative banks are too inade- 
quate to sustain their investments in weavers finance till the sanction of 
credit limits by the Reserve Bank, we suggest that the state co-operative 
banks should assist them by providing necessary interim financial accommo- 
dation for the purpose. This will also help the central banks in granting 
renewal of limits to good working societies which observe the prescribed finan- 
cial discipline on expiry of the period of limit without waiting for sanction 
of credit limit by the Reserve Bank. (Para 4.16) 


21. Under the discipline prescribed by the Reserve Bank for financing the 
short-term credit structure, the central co-operative bank is not eligible for 
refinance if its overdues exceed 60 per cent of the demand for the year. Hence 
in such circumstances the primary agricultural credit societies as well as the 
weavers societies are debarred from refinance facilities from the Reserve 
Bank. We feel that there are no convincing and cogent reasons for the Reserve 
Bank to link the sanction of limits for financing weavers societies with the 
sanction of limits for financing short term agricultural operations. We, 
therefore, suggest that as long as weavers societies satisfy the norms pres- 
cribed by the Reserve Bank and they also follow the prescribed procedure, 
the Reserve Bank may consider sanctioning credit limits to the central co- 
operative banks for financing these societies irrespective of whether or not 
they have been sanctioned short term credit limits for agricultural operations 
on account of heavy overdues provided however the financial position and 
working of the banks is not in such a bad condition that they are incapable of 
absorbing any credit extended to them by the higher financing agencies. The 
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weavers societies themselves should be viable, at least potentially so and have 
full time paid secretaries to look after their affairs. (Para 4.19) 


22. The Reserve Bank has recently in March 1978 reduced the refinancing 
rate for the financing of weavers societies from 14 per cent below the Bank 
Rate to 24 per cent below the Bank Rate. Besides, individual weavers who are 
members of PACS/FSS/LAMPS can get financial accommodation at 94 per 
cent for which refinance is provided by the Reserve Bank at 3 per cent below 
the Bank Rate. It may not be possible for the Reserve Bank to contemplate 
any further reduction of the refinance rate in the context of overall national 
policies and considerations. If, however, necessary subsidy could be given by 
the Government, a lower interest rate could be charged to weavers societies 
and to individual weavers who are members of PACS/FSS/LAMPS also. 
(Para 4.21) 


23. We feel that the banks will assume more responsibilities and exercise 
greater care if the societywise scrutiny of loan applications is vested in them. 
We, therefore, recommend that the Reserve Bank may consider sanctioning 
overall credit limits to the central co-operative banks for financing weavers 
societies on the basis of the lending programmes and past performance of the 
banks and leaving the responsibility for fixing credit limits to individual 
weavers societies to the banks themselves on the basis of certain norms laid 
down by the Reserve Bank. The Bank may lay down the necessary guide- 
lines in this behalf for the guidance of the central cooperative banks and 
obtain such periodical returns from the banks as may be necessary to monitor 
the flow of credit. The sanction of overall limits by the Bank may, however, 
be restricted to only those central banks and weavers societies which have 
adequate supervising arrangements. (Para 4.23) 


24. We also recommend that the Reserve Bank may consider removing the 
ceiling fixed for sanction of limit to.an apex weavers society at 3 times its 
owned funds in view of the ceiling that the limit sanctioned to an apex society 
should not exceed 9 times its disposable owned resources. .Para 4.24) 


25. Some of the state governments have not been quite earnest in the past 
strengthening the share capital of weavers societies. We recommend that the 
governments give priority consideration to contribution of share capital to 
weavers societies and revive the scheme in this behalf with appropriate 
allocation of resources in the Sixth Plan period by taking maximum 
advantage of scheme under central funds which are available. (Para 5.4) 


26. Due to various financial constraints the state governments may not be 
able to participate in the share capital of the weavers societies in any big 
way. The governments must, therefore, be assisted by some financing insti- 
tutions by giving loans for share capital participation in weavers societies. It 
appears to us that the National Cooperative Development Corporation is 
the appropriate agency to assist the state governments for contributing to 
the share capital of primary weavers societies. Since the Corporation has not . 
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been provided with additional funds on continual and effective basis to take 
up this responsibility, the Corporation is presently extending assistance to 
only the apex/regional weavers societies out of its funds and no assistance is 
being given to the primary weavers societies. We, therefore, recommend that 
the Corporation may be provided with adequate funds by Government of 
India to enable it to provide financial assistance for participation in the share 
capital of primary weavers societies. (Para 5.9) 


27. We further recommend that the apex weavers societies may make larger 
use of the facilities provided by the National Cooperative Development 
Corporation. The Corporation may also assist the apex weavers societies 
through the state governments not only in the construction and opening but 
also in the renovation of show rooms and godowns. It should assist in cons- 
truction of work sheds, etc. for primary weavers societies. (Para 5.13) 


28. The cost of production of handloom cloth is increasing year after year. 
There must, therefore, be some mechanism for periodical review of the per 
loom scales of finance fixed by the Reserve Bank. We suggest that the Reserve 
Bank may undertake a review of the scales of finance for the financing of 
weavers societies, say once in three years or earlier if necessary. (Para 5.14) 


29. It was observed that some-of the central co-operative banks were not 
financing the societies according to scales of finance which were eligible for 
reimbursement from the Reserve Bank. We recommend that the central 
cooperative banks should finance the primary weavers societies at the per 
loom scale of finance in respect of the new looms registered with them pro- 
vided they are satisfied about arrangements for supervision, viability and the 
need for finance. The Reserve Bank may agree to fully reimburse such 
advances provided the registering of new looms with the societies are certi- 
fied by the Director of Handlooms/other competent authority of the state 
government. (Para 5.15) 


30. It may happen that some of the looms registered with a society may 
have to be kept idle for some reason or the other. We suggest that the society 
may be sanctioned limits on per loom scale of finance in respect of these 
looms also if the society wishes to activise such looms after sometime pro- 
vided the looms are in good working condition. The sanction of the limit 
should be on the special recommendation of the field staff of the Department 
of Handlooms/Industries indicating the reasons why the looms had to re- 
main idle and whether they are now in a good working condition and such 
advances made by the banks may be eligible for reimbursement by the 
Reserve Bank. (Para 5.15) 


31. We suggest that when societies submit any concrete and acceptable 
production programme supported by such supervising arrangements as may 
be necessary in this behalf, the Reserve Bank may accept the same and their 
credit requirements must be assessed accordingly. Normally, however, the 
Reserve Bank may go by the norm of assessment of anticipatory production 
at 20 per cent over the production during the previous year. (Para 5.17) 
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32. We recommend that in the case of new weavers societies and dormant 
societies to be activised, their credit requirements may be assessed by the 
banks on per loom scale of finance for the first two years of their working 
instead of one year as at present and the Reserve Bank may fully reimburse 
the banks of such advances granted by them to the societies. (Para 5.18) 


33. According to the existing norms, the credit limits of apex weavers 
societies are fixed by the Reserve Bank at 25 per cent of their anticipatory 
sales during the year. This is based on the assumption that it is possible to 
have 4 times the turnover of the working capital during the year. It is pointed 
out by some apex societies that this is possible only under ideal conditions of 
marketing but that the marketing conditions in the country have not develop- 
ed to such an extent as to make it possible to have more than 3 times the 
turnover of working capital. We, therefore, recommend that the Reserve 
Bank may undertake a detailed state-wise study of the apex weavers societies 
with a view to finding out the practicable ratio of working capital to sales 
turn over and, if found necessary, revise the norms for sanctioning credit 
limits for the apex weavers societies. (Para 5.22) 


34. We recommend that the state cooperative banks may be permitted by 
the Reserve Bank to reckon as cover the aggregate rebate claims certified for 
payment by the Director of Handlooms or the other competent authority of 
the state government in the past 3 months instead of 2 months as at present 
or the actual outstanding under all such claims preferred from time to time as 
at the end of the preceding month, whichever is less. (Para 5.24) 


35. We also recommend that the aggregate of claims presented to the 
Treasuries/Government Departments in the past 3 months in respect of 
credit sales of handloom cloth made to government servants, instead of 2 
months as at present may also be reckoned as cover for the borrowings of 
apex weavers societies. (Para 5.25) 


36. We recommend that the Registrar as well as the state cooperative banks 
must take early action to ensure that every central cooperative bank complies 
with the instructions of the Reserve Bank and releases the reserve fund 
deposits of the weavers societies immediately for their use in the business of 
the societies. (Para 5.26) 


37. We suggest that the Reserve Bank may as a Special case fix the scale of 
finance at Rs 5000 per loom using polyester fibre so that the banks can start 
financing the societies without delay. If need be, the position can be reviewed 
next year on the basis of studies taken up in this behalf. (Para 5.27) 


38. The cooperative banks in the North Eastern States of Assam, Megha- 
Jaya, Arunachal Pradesh, Nagaland, Tripura and Manipur have not taken 
any interest in the development, promotion and financing of the weavers 
societies. In fact the scheme for handloom finance has not been implemented 
in any of these states. We are given to understand that the majority of the 
societies in these states are either weak or dormant. In Assam out of 1531 
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weavers societies as on 30 November 1977 as many as 845 were dormant. In 
Nagaland out of 15 societies only 3 were active. In Tripura out of 72 societies, 
43 were dormant. In Manipur out of 382 societies 170 were dormant and in 
Mizoram out of 9 societies 6 were dormant. The co-operative coverage of 
handlooms in these states was very low and ranged between 0.2 per cent in 
Nagaland and 6.5 per cent in Manipur. The state governments must take 
early action for the reorganisation/rehabilitation of these societies on a viable 
basis so that the societies become eligible for finance from the banks. The 
banks must also widen their developmental and promotional roles and help 
the growth of weavers societies in their region. The implementation of this 
programme needs special emphasis on a priority basis and urgent action 
from the Government of India as well. (Para 5.28) 


39. The societies must make earnest efforts to achieve the targets set for 
them for the production of Janata varieties of cloth. The working capital 
requirements by the banks for the purpose are eligible for reimbursement 
from the Reserve Bank. (Para 5.29) 


40. The Reserve Bank may take into account the need for export marketing 
credit of the apex waevers societies while sanctioning credit limits to them. 
The value of goods exported but not paid for by the buyers for a period upto 
3 months may be allowed to be reckoned as.cover for the borrowings of the 
societies from the banks. The investment of funds in production of special 
varieties of cloth for export either on own account or through the primary 
societies should be treated as proper use of the limits sanctioned to the 
societies. In the case of primary weavers societies which have secured export 
orders, the Reserve Bank may consider sanction of higher limits on their 
behalf if after a study of economics of production of the varieties of cloth 
involved, a higher quantum of loan is found to be necessary to carry out 
the export orders by the societies. (Para 5.30) 


41. Purposes like purchase, renovation and modernisation of looms require 
medium-term loans with high element of subsidy as the repaying capacity of 
the handloom weavers is very much limited. We feel that it is the responsi- 
bility of the state governments to assist the weavers and the societies for these 
purposes. We, therefore, recommend that the state governments may make 
adequate budgetary provisions in their annual state plans for assisting the 
weavers/societies in the purchase, renovation and modernisation of looms. 
The Government of India should support the state governments in this 
programme. (Para 5.31) 


42. There may arise situations when new societies are registered in the area 
of good working societies and hence the banks are reluctant to finance such 
new societies. Such situations can very well be avoided if the central co- 
operative bank is associated in the organisation of new societies. (Para 6.2) 


43. We feel that the presence of some non-officials on the state level com- 
mittees may in many cases help the committee in their work. We would 
welcome such a move leaving it to the state governments the manner and 
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extent of association of non-officials with such committees. (Para 6.3) 


44, There should not be dual control over the handloom sector segregated 
into co-operative sector and others. The department viz. the Directorate of 
Handlooms which is responsible for the formulation and implementation 
of handloom development programmes must be in charge of handloom co- 
operatives. They must be responsible for registration of weavers societies 
and must have a say in planning their credit requirements as is obtaining in 
Tamil Nadu. The credit limit applications of the banks may also be for- 
warded to the Reserve Bank by the same department. (Para 6.6.) 


45. Many weavers societies are facing accumulation of stocks not because 
of any slump in the market but because they are producing cloth which 
cannot be sold easily or early. It is for helping the societies in this regard 
that the Government of India had suggested in 1956 the appointment of 
Designers in every Deputy Registrar’s Circle. We have noticed that the 
Tamil Nadu State Handloom Weavers Society has appointed technical 
staff to assist the primary weavers societies in new production techniques. 
We suggest that all apex weavers societies may appoint such technical staff 
in helping the primary weavers societies. For appointing the technical staff 
the apex societies may be granted financial assistance by the state govern- 
ments. (Para 6.9) 


46. We suggest that in areas where there is concentration of weavers socie- 
ties, the concerned central cooperative banks should give representation 
to these societies even by amending their bylaws. Apex/regional weavers 
societies should be represented on the board of directors of the state co- 
operative banks. (Para 6.10) 


47. We recommend that the State Level Committees who know the condi- 
tions in their states better may lay down norms for viability of a society. 
Unless this is done there may arise chances for misutilization of the various 
facilities provided by the central and) state governments. As a general norm 
we would say that a weavers society should have at least 100 looms work- 
ing actively throughout the year and have a minimum sales turnover of 
Rs 3.50 lakhs. (Para 7.3) 


48. The handlooms in the cooperative sector will have to follow an aggre- 
ssive marketing policy and compete with the organised sector. For this 
purpose the weavers cooperatives must adopt new techniques of production 
so as to ensure that what is being produced is acceptable to the consumers. 
They should also adopt cost reduction programmes so as to ensure that 
what is being produced is within the reach of middle class and poor class 
people since they form the bulk of the consumers of handloom products. 
In these two matters the Government of India in the Department of Textiles 
can offer much assistance to the handloom sector in general and to the 
weavers cooperatives in particular. (Para 7.4) 


49. Ina meeting of the Sub-Group of the Main Working Group on Tex- 
tiles for Handloom and Powerloom Industries held in Bombay on 19 January 
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1978 a view was expressed that if some preference is shown by Government 
of India in allotting cotton bales to the cooperative spinning mills, the 
supply of yarn to weavers cooperatives may improve since these mills are 
required to supply yarn to the weavers cooperatives on priority basis. We 
suggest that Government of India may consider the feasibility of the above 
suggestion. (Para 7.5) 


50. A study in depth undertaken by the Reserve Bank at the instance of 
the Study Group covering 640 members of 65 weavers societies in 13 dis- 
tricts in the country revealed that the average weaver is not by and large 
interested in the acquisition of shares of cooperative spinning mills and 
those who are interested do not have the requisite repaying capacity to 
enable them to repay the instalments of any medium-term loans that may be 
granted to them by the Reserve Bank through cooperative channel for 
acquisition of shares in consumers type of cooperative spinning mill. Such 
loans can be provided, however, on a selective basis to those weavers who 
have additional income from sources other than weaving and on the basis 
of a substantial subsidy from Government, at least to the extent of 33 1/3 
per cent to 50 per cent of the value of shares. The loan amount can be suitably 
deducted by the societies from the-wages payable to the weavers. We also 
recommend that the Reserve Bank may consider the feasibility of extend- 
ing such facilities to handloom weavers societies for acquiring shares in co- 
operative spinning mills for handloom weavers/handloom weavers societies 
provided the state governments are agreeable to grant subsidies to the 
societies as suggested in the case of handloom weavers. (Para 7.7) 


51, We recommend that the Reserve Bank may consider opening a line 
of credit on behalf of cooperative spinning mills for handloom weavers/ 
handloom weavers societies as in the case of cooperative sugar mills for 
meeting their working capital requirements against pledge/hypothecation 
of yarn under Section 17(4)(c).of the Reserve Bank of India Act. The 
Government of India may also consider granting subsidy to the mills so as 
to bring down their burden of interest on borrowings. (Para 7.10) 


52. We recommend that the Reserve Bank may provide refinance facilities 
at concessional rates on behalf of weavers societies for running their units 
for pre weaving and post weaving processing operations if such units satisfy 
the criteria of small scale industries. If they do not satisfy the criteria of 
small scale industries, they should be treated on par with consumer type of 
cooperative spinning mills for refinance facilities from the Reserve Bank. 
(Para 7.12) 


53. We suggest that the Reserve Bank may allow the central cooperative 
banks to finance the weavers societies for granting consumption credit to 
their members under appropriate ceilings and norms prescribed by the 
Reserve Bank and such advances granted by the banks to the weavers socie- 
ties may be reckoned as a legitimate charge on the owned funds of the banks. 
(Para 7.14) 
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STATEMENT NO. 5 


Economics of a viable weavers society 








Rs. 
1. Annual turnover 3,50,000 
2. Gross profit at 6 per cent over the cost price 19,800 
3. Cost price of cloth (1-2) 3,30,200 
4, Working capital requirements for production 
and marketing 3,30,200 
1,10,100 
3 
5. Annual estimated expenditure 
(a) Rent of office-cum-godown: at Rs 125 per month 1500 
(b) Salaries 
(i) Secretary/Manager at Rs 400 per,.month 4800 
(ii) Assistant at Rs 150/ per month 2800 
(c) Contingencies 2400 
(d) Interest on borrowings at 6 per cent (present 
rate fixed by us) Rs 1,10,100 x 13 
200 _ 
7160 17,660 
6. Net profit (2-5) 2,140 
7. Appropriations to reserves (50 per-cent of net profit) 1,070 
8. Amount available for payment of dividend 1,070 
9, Share capital 
(i) Linking shareholdings to borrowings at 1:40 2750 
(ii) Maintaining margin for borrowings at 10 per cent 12200 
(iii) Others 1250 16,200 
10. Amount required for payment of dividend at 5% on 
share capital of Rs 16,200 810 
11. Balance of net profit left after payment of dividend 260 
12. Average production per loom 3,600 
13. No. of active looms required in a viable society 330200 - 
Serene 92 looms 


3600 
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ANNEXURE I 


On the basis of Questionnaire prepared by the Committee replies haye been 
received from the following State Governments/Cooperative Institutions 


A. State Governments/ 


ed 
. 
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Union Territories 


Assam 
Bihar 
Delhi 


Gujarat 


Karnataka 
Manipur 
Kerala 
Maharashtra 


Madhya Pradesh 
Orissa 
Pondicherry 
Rajasthan 


Tamil Nadu 
Tripura 
Uttar Pradesh 


West Bengal 
Mizoram 
Andhra Pradesh 
Meghalaya 


Arunachal Pradesh 


Himachal Pradesh 
Nagaland 


State Cooperative Banks 


Name of State/place 


Himachal Pradesh 


Punjab 


Agency which has replied 


Director of Sericulture and Weaving. 
Registrar (Industrial). 

Director of Industries & Registrar Co- 
operative Socieites. 

Deputy Secretary, Industries, Mines and 
Power Department. 

Director of Industries and Commerce. 
Director of Industries. 

Director of Industries and Commerce. 
Director of Handlooms, Powerlooms and 
Cooperative Textiles. 

Director of Handlooms. 

Director of Textiles. 

Registrar of Cooperative Societies. 
Director, of Industries and Secretary 
Industrial Development. 

Director of Handlooms and Textiles. 
Registrar of Cooperative Societies. 
Director of Handlooms and _ Textiles 
and Registrar of Cooperative Societies. 
Director of Handlooms and Textiles. 
Registrar, Cooperative Societies. 

Director of Handlooms and Textiles. 
Director of Sericulture and Weaving. 
Registrar of Cooperative Societies. 
Registrar of Cooperative Societies. 
Director of Industries. 


The Himachal Pradesh State Cooperative 
Bank Ltd. 
Punjab State Cooperative Bank Ltd. 


3. Karnataka 
4. Manipur 
5. Gujarat 
6. Madhya Pradesh 
7. Tripura 
8. Maharashtra 
9. Bihar 
10. Kerala 
11. Andhra Pradesh 
12. Jammu & Kashmir 
C. District Central Cooperative 
Name of State /place 
Andhra Pradesh 
1. Vizianagaram 
2. Karimnagar 
3. Chitoor 
4. Ramachandrapuram 
5. Rajahmundry 
6. Nalgonda 
7. Viziawada 
8. Bhongir 
9. Aamalapuram 
10. Kakinada 
1]. Eluru 
12. Medak 
13. Krishna 
14. Anantapur 


The Karnataka State Cooperative Apex 
Bank Ltd. 

Manipur State Cooperative Bank Ltd 
Gujarat State Cooperative Bank. 

Madhya Pradesh Rajya Sahakari Bank 
Maryadit. 

Tripura State Cooperative Bank Ltd. 
The Maharashtra State Cooperative Bank 
Ltd. 

Bihar State Cooperative Bank Ltd. 

Kerala State Cooperative Bank Trivandrum 
Ltd. 

The Andhra Pradesh State Cooperative 
Bank Ltd. 

The Jammu & Kashmir State Cooperative 
Bank Ltd. 


Banks 


Name of District Central Cooperative Banks 


The Cooperative Central Bank Ltd. 

The -Karimnagar District Central Co- 
operative Bank Ltd. 

The, Chittoor District Cooperative Central 
Bank Ltd. 

The. Ramachandrapuram Cooperative 
Central Bank Ltd. 

The Cooperative Central Bank Ltd. 

The, Nalgonda Cooperative Central Bank 
Ltd. 

The Viziawada Cooperative Central Bank 
Ltd. 

The Bhongir Cooperative Central Bank 
Ltd. 

Sree Kenaseema Cooperative Central Bank 
Ltd. 

The Kakinada Cooperative Central Bank 
Ltd. 

The Cooperative Central Bank Ltd. 

The Medak District Cooperative Central 
Bank Ltd. 

The Krishna Central Cooperative Bank 
Ltd. 

The Anantapuram District Cooperative 
Central Bank Ltd. 
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15. Hyderabad 
Tamil Nadu 

1. Madurai 

2. Ramanathapuram 

3. Kumbakonam 

4. Kanyakumari 

5. Salem 

6. Coimbatore 
Haryana 

1. Sirsa 

2. Ambala 

3. Bhiwani 

4. Rohtak 

5. Sonepat 

6. Karnal 

7. Mahendragarh 

8. Kurukshetra 
Kerala 

1. Erankulam, Cochin 

2. Trivandrum 

3. Kottayam 

4, Cannanore 

5. Trichur 

6. Thadiyampadu 

7. Malabar, Calicut 

8. Malappuram 
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The Hyderabad District Central Coopera- 
tive Bank Ltd. 


The Madurai District Central Cooperative 
Bank Ltd. 

The Ramanathapuram District Coopera- 
tive Central Bank Ltd. 

The Central Cooperative Bank Ltd. 
The Kanyakumari Central Cooperative 
Bank Ltd. 

The Salem Central Cooperative Bank Ltd. 
The Coimbatore Cooperative Bank Ltd. 


The Sirsa Central Cooperative Bank Ltd. 
The Ambala Central Cooperative Bank 
Ltd. 

The..Bhiwani Central Cooperative Bank 
Ltd. 

The Rohtak Central Cooperative Bank 
Ltd. 

The Sonepat Central Cooperative Bank 
Ltd. 

The, Karnal Central Cooperative Bank 
Ltd. 

The Mahendragarh Central Cooperative 
Bank Ltd. 

Kurukshtera Central Cooperative Bank 
Ltd. 


The Eranakulam District Cooperative Bank 
Ltd. 

The Trivandrum District Cooperative Bank 
Ltd. 

The Kottayam District Cooperative Bank 
Ltd. 

The Cannanore District Central Coopera- 
tive Bank Ltd. 

The Trichur District Cooperative Bank Ltd. 
The Idukki District Cooperative Bank Ltd. 
The Malabar Cooperative Central Bank 
Ltd. 

Malappuram District Cooperative Bank 
Ltd. 


Karnataka 


1. Bagalkot, Bijapur 
2. Chikmagalur 


3. Belgaum 


Orissa 


1. Sambalpur 
2. Balasore 


3. Sundargarh 


Madhya Pradesh 


1. Ujjain 

2. Narinsinghpur 

3. Durg 

4. Vidisha 

5. Ratlam 
Maharashtra 


1. Chandrapur 


2. Pune 

3. Nasik 

4. Nanded 

5. Buldana 
Gujarat 


1, Himatnagar 


2. Ahmedabad 


ty 


Baroda 
4. Mehsana 


The Bijapur District Industrial Cooperative 
Bank. 

The Chikmagalur District Cooperative 
Bank Ltd. 

The Belgaum District Central Cooperative 
Bank Ltd. 


The Sambalpur District Cooperative 
Central Bank Ltd. 

The Balasore District Cooperative Central 
Bank Ltd. 

The Sundargarh Central Co-operative Bank 
Ltd. 


The Ujjain District Cooperative Bank Ltd. 
The Cooperative Central Bank Ltd. 
Kendriya Shahakari Bank Ltd. 

The Vidisha’ Central Cooperative Bank 
Ltd. 

The Ratlam Central Cooperative Bank Ltd. 


The Chandrapur District Central Co- 
operative Bank Ltd. 

Pune Zilla Madhyawarti Sahahkari Bank 
Marayadit. 

The Nasik District Central Cooperative 
Bank Ltd. 

The Nanded District Central Cooperative 
Bank Ltd. 

The Buldana District Central Cooperative 
Bank Ltd. 


The Sabarkantha District Central Co- 
opetative Bank. 

The Ahmedabad District Cooperative Bank 
Ltd. 

The Baroda Central Cooperative Bank Ltd. 
The Mehsana District Central Cooperative 
Bank Ltd. 


91 


5. Broach 

6. Surat 
Bihar 

1. Motihari 


2. Aurangabad (Gaya) 


3. Gopalganj 


Uttar Pradesh 
1. Aligarh 
. Rampur 
3. Faizabad 
4. Basti 


5. Sitamarhi 


6. Meerut 

7. Varanasi 

8. Mahoba 
Punjab 

1. Ludhiana 

2. Jind 
Rajasthan 

1. Jodhpur 
Assam 

1. Nowgong 
West Bengal - 

1. Hooghly 

2. Malda 
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The Broach District Central Cooperative 
Bank Ltd. 
The Surat District Cooperative Bank Ltd. 


The Motihari Central Cooperative Bank 
Ltd. 
The Magadh Central Cooperative Bank 
Ltd. 
Gopalganj Central Bank Cooperative Bank 
Ltd. 


Aligarh Zila Sahakari Bank Ltd. 

The Rampur Zila Sahkari Bank Ltd. 
The Faizabad Central Cooperative Bank 
Ltd. 

The District Cooperative Bank Ltd. 
The Sitamarhi Central Cooperative Bank 
Ltd. 

Meerut District Cooperative Bank Ltd. 
The District Cooperative Bank Ltd. 

The Hamirpur District Cooperative Bank 
Ltd. 


The Ludhiana Central Cooperative Bank 
Ltd. 
The Jind) Central Cooperative Bank Ltd. 


The Jodhpur Central Cooperative Bank 
Ltd. 


The Nowgong Central Cooperative Bank 
Ltd. 


The Hooghly District Central Cooperative 
Bank Ltd. 
The Malda District Central Cooperative 
Bank Ltd. 


3. 


4, 


Burdwan The Burdwan Central Cooperative Bank 
Ltd. 
Midnapore Vidyanagar Central Cooperative Bank Ltd. 


Weavers Service Centre 


ores 
— O&O 


wean nanwrYwYN 


Panipat (Haryana) 
Viziawada (Andhra Pradesh) 
Ahmedabad (Gujarat) 
Varanasi (Uttar Pradesh) 
Cannanore (Kerala) 
Meerut (Uttar Pradesh) 
Bhubaneswar (Orissa) 
Bhagalpur (Bihar) 
Bangalore (Karnataka) 
Madras (Tamil Nadu) 
Indore (Madhya Pradesh) 


Indian Institute of Handloom Technology Varanasi 


ANNEXURE II 


Share Capital assistance for revitalisation of dormant primary handloom 
weavers co-operative societies and formation of new ones 


Government of India is assisting the State Governments/Union Terri- 
tories by giving them loans under Central Plan Schemes since 1976-77 on a 
matching contribution basis to enable the State Governments to advance 
share capital loans to handloom weavers/handloom weavers co-operative 
societies. 


Under this scheme, loan is given by the State Government to handloom 
weavers or their co-operative societies to enable the handloom weavers to 
become members of handloom weavers co-operative societies with a share 
capital of Rs 100/- per member. Out of this Rs 100/-, handloom weaver is 
required to contribute Rs 10/- and remaining Rs 90/- is given as loan to the 
weavers directly or through co-operative societies recoverable at the rate of 
Rs. 10/- per annum. 


Co-operative societies of handloom.weavers with 100 members owning 
one loom each are considered viable but in hilly areas or under special 
circumstances, a relaxation can be made in this respect. State Government 
should utilise their field-level staff of the Handloom Directorate for for- 
mation of new handlooms co-operative societies and revitalisation of dormant 
handloom societies. They should also organise intensive campaigns in the 
interior areas of handloom concentration and enlist more number of weavers 
into the co-operative fold. 


According to recommendations of Sivaraman Committee the dormant 
societies of handloom weavers are required to be revived with share capital 
assistance in a period of three years, by the end of Fifth Five Year Plan 
period. The State Governments may assess their requirements for share 
capital for revival and send their requirements to the Central Government 
in this respect. The dormant society which cannot be revived with share 
capital assistance may be liquidated. Cooperative Societies which are dor- 
mant can be reviewed and revitalised by the State Governments by partici- 
pation in the equity of these primaries. This would mean that the enhanced 
share capital base will enable the societies to borrow required working 
capital finance from the RBI. 


Handloom Weavers Societies will be able to draw working capital loans 
at the rate of Rs 1000/- per loom under the RBI Scheme for Financing 
Handloom Cooperatives. This limit of Rs 1000/- per loom for working 
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capital finance under the RBI Scheme has since been increased to Rs 1500/- 
per loom. 


Government of India is giving loans to State Governments under this 
scheme for share capital under normal terms and conditions of loans for 
Plan scheme to States. Briefly, the conditions are given below :— 


i) Period of loan 10 years 


ii) Moratorium towards repay- 
payment, if any Nil 


iii) Date and year from which From the date of first anniversary 
repayment to commence of the receipt of the amount by 
the State Government. 


iv) Mode of repayment 10 Annual Equal Instalments. 


v) Interest : 


For loans to State Governments, Union Territory Governments and 
Public Sector Enterprises, 


a) Normal rate ahs 


b) Rebate for prompt pay- 
ments/interest payments ton 


c) Penal rate of interest in 
event of defaults in repay- 
ment interest payments 8% 


d) Mode of recovery of interest In annual instalments along with 
the principal. 


State Governments should provide for necessary funds in their annual 
plan budgets in respect of 50% of their share for the implementation of 
the Scheme. 


The Central assistance for the scheme will be limited to share capital 
assistance only. The requirements of the scheme for managerial subsidy, 
supply of improved appliances, interest subsidy on working capital loan 
under the RBI Scheme of Handloom Finance, 90% loss guarantee scheme 
etc. should be provided by the State Government from out of their annual 
plan. 


The implementation of the scheme on these lines will require to be moni- 
tored and periodically reported to us by the State Governments. The question 
of providing further amounts for the scheme in future will be determined 
on the basis of the actual performance and results achieved. 
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ANNEXURE Ill 


Results of a Study on extension of medium-term loans to handloom weavers 
for purchase of shares in co-eperative spinning mills 


In response to a decision taken at the first meeting of the Study Group 
on Handloom Finance held on 23 December 1977, we had asked our regional 
offices to make a fresh study covering a few handloom weaver members 
of weavers societies and a few handloom weavers societies with a view to 
assessing the feasibility of providing medium-term loans to them for purchase 
of shares in co-operative spinning mills. A proforma on the basis of which 
the study was conducted was earlier sent to the Members of the Study Group 
for their comments. We have now received reports from the 8 regional 
offices, viz., Bangalore, Hyderabad, Calcutta, Madras, Trivandrum, Lucknow 
Bhubaneswar and Bombay. These are examined below. 


Handloom Weavers 


The Study covered 640 members of 65 societies in 13 districts. The data 
on handloom weavers have been summarised and given in Statement I. It 
may be seen therefrom that out-of 640 members contacted as many as 499 
ie. 78 per cent did not show any willingness to acquire shares in spinning 
mills. It may be further seen fromthe statement that out of the 640 members 
contacted, 413 members (65 per cent) did not have any savings to enable them 
to repay the loan instalment on the loan amount for the purchase of shares 
in the mills. Even as regards the remaining few members with some surplus 
income, they did not have enough income to enable them to repay the 
instalments of medium-term loans if granted for acquisition of shares in 
spinning mills. The average monthly income of these members was within 
very limited scale and hence after meeting their expenses and consumption 
requirements, the members had hardly any savings to enable them to make 
the loan repayments. 


Karnataka 


2. Of the 108 weavers contacted in Belgaum and Bijapur districts in Kar- 
nataka only 50 weavers had monthly savings ranging between Rs 3 and 
Rs 100. All these weavers had income from other sources also. Of the above 
50 weavers, 27 were prepared to take one share each and 2 shares each of 
the Belgaum Cotton Co-operative Spinning Mills, the face value of a share 
being Rs 500. All these weavers were prepared to make the initial payment 
of 10% of the share value (Belgaum district having been declared as indus- 
trially backward area by the Planning Comission), in cash, either out of 
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their savings or by any other means. All of them also expressed that the 
loan instalments could be recovered from them by the societies out of the 
wages payable to them throughout the year and that the societies could 
remit such amounts collected from them to the financing bank once in a year. 
This method suggested by the weavers for recovery of loans would appear 
to be a feasible proposition. This would necessiate that the weavers who 
got wages of Rs 150 per month would have to pay 6 to 9 paise out of every 
rupee wages earned by them during the loan period of 5 years while the 
weavers earning Rs 100 per month would have to pay 10 to 13 paise per 
rupee of wages earned by them. 


3. Of the 4 weavers who were prepared to take shares in the Bagalkot 
Co-operative Spinning Mills, 3 wanted to take 2 shares each and the other 
only one share, the value of share being Rs 100. These members were in a 
position to repay the loan in 4 annual instalments. 


Kerala 


4. In Trivandrum and Cannanore districts in Kerala, out of 88 weavers 
contacted only 22 had monthly savings of Rs 5 to 20. They were all in Can- 
nanore district. Of these only 7 were-willing to take shares in the Cannanore 
Spinning Mills. The willingness’ shown by 6 Weavers was subject to irrelevant 
conditions. Perhaps the unwillingness of the members to invest in the shares 
of the mill was due to its weak financial position. It was incurring losses 
subsequent to 1973-4 and the accumulated loss as on 31 December 1977 
amounted to Rs 58.75 lakhs. There was also a gradual decline in the pur- 
chase of yarn by the societies from the mills the reasons attributed for the 
same being that the quality of yarn had declined and that the price too was 
not favourable as compared to market rate. The societies had so far been 
purchasing 50% to 80% of their yarn requirements from the mills but now 
this had gone down to 25% to 30%. 


5. In the case of weavers in the area of the Quilon Co-operative Spinning 
Mills, the Special Officer of the Mills was of the view that since the economic 
condition of the weavers was generally poor it was doubtful whether the 
individual weavers would have adequate repaying capacity to repay the 
loans given to them for acquiring shares in the mill. The mill has not yet 
started production. 


West Bengal 


6. In the case of 94 weavers contact in Nadia and Hooghly districts of 
West Bengal, 71 weavers had no monthly savings even though many of them 
had other sources of income. Only 6 weavers were prepared to take shares 
in the West Bengal Co-operative Spinning Mills provided they could get 
regular supply of yarn of 60 counts and above required by them at compe- 
titive prices. At present yarn of these counts were not produced by the 
mills. The 6 weavers had the capacity to repay the loans, if granted to them, 
in a period of 5 years. 
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7. There was only one co-operative spinning mill in West Bengal. It was 
in a bad shape, running in losses and with heavy accumulated losses. Weavers 
did not.derive any benefit from the mill in the form of priority in the allot- 
ment of yarn or price differential. If the record of this co-operative spinning 
mill located at Serampur in Hooghly district is any indication, it is doubtful 
wehether the organisation of more spinning mills in the co-operative sector 
in the State would be a technically feasible and economically viable pro- 
position. 


Andhra Pradesh 


8. Out of the 50 weavers contacted in Kurnool district of Andhra Pradesh 
23 had adequate income from other sources. All the 50 weavers were pre- 
pared to take one share of Rs 100 each in the proposed spinning mill at 
Nandyal, if loan was provided for the purpose. They were not inclined to 
subscribe for more than one share as they did not feel that any benefit could 
accrue to them on this investment. They all wanted that their thrift deposits 
with the societies should be utilised for the payment of margin money of 
10% (the district is declared a backward region by Planning Commission). 
The annual loan instalments could be deducted from the wages paid to them 
at every instance without cumulative burden. 


Maharashtra 


9, Of the 100 weavers contacted in Solapur and Nagpur districts of Maha- 
rashtra only 14 weavers had expressed an inclination to purchase shares in 
the spinning mills. The other weavers did not have the capacity to repay © 
the instalments of any medium-term loan if granted to them for the purpose. 
One of the main reasons for the unwillingness of the weavers as well as the 
weavers societies to purchase shares in the mills is the poor working of the 
mills. The co-operative spinning mill at Nagpur had accumulated losses 
of Rs 207.10 lakhs which exceeded its paid up capital of Rs 72.87 lakhs as on 
30 June 1977. The mill at Solapur had accumulated losses of Rs 74.67 lakhs 
which exceeded its paidup capital at Rs, 69.50 lakhs as on 31 December 1977. 
The mill has not declared any dividend since inception in 1964. 


Uttar Pradesh 


10. Out of 100 weavers contacted in Etawah and Gorakhpur districts of 
Uttar Pradesh, 65 weavers had monthly savings ranging between Rs 5 and 
Rs 150. Of the above 65 weavers 35 had expressed a desire to purchase 
shares in the spinning mills. Of these 26 had adequate surplus to pay the 
yearly instalments. The weavers and the societies are not enthusiastic about 
acquiring shares in Etawah Co-operative Spinning Mills as its working was 
not satisfactory. Its accumulated losses as on 30 June 1976 were Rs 164.35 
lakhs as against its paid-up capital of Rs 199.22 lakhs. The weavers were all 
agreeable that the loan instalments could be paid by the societies by regular 
deductions from the wages payable to the weavers during the period of loans. 
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Orissa 

11. In Orissa out of 100 weavers contacted in Sambalpur and Cuttack 
districts only 34 members had expressed willingness to purchase shares in 
the spinning mills. But these 34 weavers had no monthly savings and had 
no repaying capacity to pay the instalments of any medium-term loans that 
might be granted to them for acquisition of shares. 


Conclusion 


12. From what has been stated above, the conclusion is that the income of 
an average weaver is too small and that he does not have the requisite re- 
paying capacity to enable him to repay loans for acquisition of shares in 
spinning mills. Such loans, however, could be provided on a selective basis 
only to those weavers who had additional income from other sources besides 
weaving operations. Even then he could be accommodated only on the 
basis of a substantial subsidy from the Government at least 33% to 50% 
of the value of shares. The loan amount could be suitably deducted by the 
societies from the wages payable to the weavers. 


Handloom weavers societies 


13. The data in respect of 82. Weavers societies visited in 18 districts of 
8 states are given in Statement No. HH. It may be seen therefrom that most 
of the societies have already invested in the share capital of spinning mills. 
In Tamil Nadu the weavers societies have invested not only in the shares 
of the mills in their district but also in the shares of the mills out side their 
district. They are not inclined to make further investments in the shares of 
the spinning mills as they are not getting any return on the investments 
already made by them. Many of the spinning mills are running in loss.. The 
Belgaum Cotton Co-operative Spinning Mills was registered in 1961 but 
the mill has not so far been erected and the societies which have invested 
in its share capital have not so far received any dividend for more than 
10 years now. Hence if loan facilities are to be given to the societies for 
acquisition of shares in spinning mills it must be before the organisation 
of new mills or for expansion of any good working mill. 


14. In Solapur district of Maharashtra, Gorakhpur district of Uttar Pradesh 
Sambalpur and Cuttack districts of Orissa the weavers societies are found 
to be capable of investing in the shares of the spinning mills from the own 
resources of the societies. But in Solapur it was found that there may not 
be much demand for share capital contributions to the co-operative spinning 
mill as there may not be much scope for further expansion of the capacity 
of the mill. Further, most of the societies have already invested in the shares 
of the spinning mills either from their own resources or from borrowings 
from Government. . 


15. It may also be stated that the spinning mills in general are not making 
any serious attempts to approach the handloom weavers and the weavers 
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societies to elicit their co-operation in augmenting their share capital. They 
expect the weavers and the societies to approach them with share capital 
contributions. Many of them are also not showing any preferential treatment 
to the members. The West Bengal Co-operative Spinning Mill sells yarn to 
the highest bidders and no preference is shown to the weavers societies 
holding its share either in the allotment of yarn or in any price differential. 
The Quilon Co-operative Spinning Mill, the Belgaum Cotton Co-operative 
Spinning Mill etc do not have suitable provisions in the bylaws for supply 
of yarn to members before sales in open market. The spinning mills at 
Sambalpur and Dhenkanal in Orissa do not have suitable provisions in 
their bylaws for admission of individuals as members. 


Conclusion 


16. Many of the handloom weavers societies do not require any assistance 
for investing in the share capital of spinning mills. However, for encouraging 
the organisation of co-operative spinning mills for handloom weavers/ 
handloom weavers societies, the Reserve Bank may consider the feasibility 
of granting medium-term loans to the societies through co-operative channel 
for purchase of shares in the spinning mills as is now being done in the case 
of powerloom societies for purchase of shares in consumers type of spinning 
mills provided the state governments are prepared to grant substantial 
subsidies as suggested in the case of handloom weavers. 
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